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When managing shareholders’ assets, we strive to be as efficient as possible. Over the past few 
years, we noticed that the demand for our annual reports has fallen even as interest in UTS 
Energy has increased. 


With that in mind, we have adopted a new approach this year. Our annual report is being 
prepared solely as an “on-line” document, with links to a number of our continuous disclosure 
materials which we have already filed such as our Annual Financial Statements, Management's 
Discussion and Analysis and our Annual Information Form.We would also recommend that you 
review other sections of our website which are regularly updated, such as our most current 
investor presentation and our most current financial reports. 


This new approach to our annual report still allows us the opportunity to provide you with 
a complete picture of UTS Energy while at the same time limiting the cost and effort of 
printing a report. We would like your feedback. Let us know what you think of the new format at 
reportfeedback@uts.ca. 


Sincerely, 


Woke’ 


William Roach 

President and Chief Executive Officer 
UTS Energy Corporation 

April 30, 2007 


Annual General Meeting 
The Annual and Special Meeting of Shareholders of UTS Energy will be held at: 


Calgary Petroleum Club, 
McMurray Room, 
319 Fifth Avenue SW, Calgary 


on Thursday, May 17, 2007 at 3:00 p.m. MDT 


We invite all shareholders and those interested in the company to attend the meeting. 


[1] Our vision, our purpose [9] UTS creates value through partnering 
[2] Message to shareholders [11] UTS’ record of value creation 

[4] Why invest in the oil sands? [12] Fort Hills Project 

[5] The UTS advantage [16] UTS and Teck Cominco land 

[6] — UTSis adding value at all stages [20] Learn more about UTS 

Quick Links : 


Financial Statements and MD&A 
Annual Information Form 


Cover photo: Oil saturated core sample from Lease 311 
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Our vision 


is to grow and develop 
Canada’s oil sands. 


Our purpose 


is to create value at every 

Stage of the resource 
development cycle = trom 
exploration and delineation 

to development and production. 


We remain convinced that there 


are significant Opportunities 
in the Canadian oil sands, 
notwithstanding a growing 
range of challenges faced in 
this capital intensive business. 


We have grown organically, partnered effectively 
and developed internal capabilities to build a 
resilient organization that is able to succeed in 
today’s challenging business environment. 


William Roach 
President & CEO 
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MESSAGE TO SHAREHOLDERS 


e firmly believe that over the past several 

years we have built a company that 

has created considerable shareholder 
value through the prudent development of our oil 
sands assets while at the same time, establishing 
the platform for significant future growth. We have 
strategically chosen to work with 
partners with specific skills while 
also fully utilizing an _ internal 
capability that provides us with 
extensive industry expertise and 
insight. This internal capability has 


allowed us to derive significant as another 


value from our Fort Hills assets as 


Our stake in Fort Hills has 
grown to 1.4 billion barrels, 
Lease 14 represents as much 


Cominco has 15 percent, UTS has 1.4 billion barrels of 
bitumen of theestimated recoverable 4.7 billion barrels. 
A revised mine plan prepared earlier this year resulted 
in a 34 percent increase in contingent resources over 
December 2005, and an even more significant 96 
percent increase since December 2004 when we held 
a 100 percent working interest 
in the Project. Moreover, we 
have committed funding in 
place from the Partnership 
for the first $2.5 billion of 
expenditures through the 
Petro-Canada and Teck Cominco 
earn-in structure. 


200 million 


barrels and our other 21 


well as creating new opportunities 
through the successful delineation 
of Lease 14 and our recent 
land acquisitions. 


On April 19, 2007, UTS entered into 
a letter of intent with Teck Cominco 
Limited (Teck Cominco) under 
which Teck Cominco will acquire a 50 percent working 
interest in Lease 14 for $200 million. This transaction 
has a profound impact on UTS in four fundamental 
ways. Firstly, it fully repays UTS’ $80 million obligation 
to Teck Cominco for our share of the 50:50 land 
acquisition programs. Secondly, UTS will book a 
substantial gain on the sale of Lease 14 which should 
eliminate UTS’ deficit on the balance sheet. Thirdly, it 
effectively funds UTS’ share of the joint exploration 
and delineation program for the next two to three 
years. Finally, and perhaps most importantly, this 
transaction provides a new benchmark for the value 
of bitumen barrels in the ground on the west side of 
the Athabasca River, where UTS and Teck Cominco 
have found substantial oil sands some six miles north 
of Lease 14 in Lease 311 and surrounding areas. The 
transaction is based on a value of approximately $1.00 
per barrel and a resource of approximately 400 million 
barrels. Teck Cominco has had an option to acquire 50 
percent of Lease 14 since 2005. 


Fort Hills remains a key strategic asset for UTS. With a 
30 percent working interest in the Project while Petro- 
Canada holds 55 percent and is the operator and Teck 


leases co-owned with Teck 
Cominco could prove to be 
a platform for significant 
future growth. 


The Partnership madeanumberof 
importantadvancesontheProject 
over the last year, particularly in 
regards to the revised mine plan 
and Upgrader. In early 2006, the 
decision was made to locate 
the Upgrader in the Edmonton 
area in order to provide access to a larger labour pool, 
better productivity and, we believe, lower construction 
costs. By the end of 2006, our application for regulatory 
approval was submitted. Meanwhile, the Partnership 
is taking the very responsible approach of continuing 
to refine the design and execution strategy of the 
entire Project in an attempt to optimize capital costs 
and reduce execution risks in a rapidly changing 
business climate. 


We are well aware that environmental issues are 
a significant component of our business. With the 
heightened public recognition of this issue, it is 
becoming increasingly clear that there will be a 
new environmental regulatory framework affecting 
the energy industry. Regardless of any government 
action, UTS is taking steps to examine our approach 
to improving energy efficiency. Over the next year, we 
will strive to define and where possible respond to any 
implications on our business. One technology under 
extensive review is the use of gasification, a process 
that uses low grade feedstock to generate hydrogen 
for the upgrading process and produces a relatively 
pure carbon dioxide stream that can be captured for 


sequestration and even possibly used in enhanced 
oil recovery. 


These environmental issues are in addition to a 
general business environment that has seen local 
labour demand, global equipment and material cost, 
inflation and industry-wide capital costs for integrated 
mine-upgrader projects increasing. UTS is subject to 
these cost challenges and, along with the Fort Hills 
Partnership, continues to position the Project to limit 
these pressures. For example, the engineering work 
in planning the Upgrader has focused on optimizing 
the initial phase of development to ensure the right 
balance is achieved between initial cost, execution 
risk, project size, product quality and plant efficiency 
and operability. 


While external factors will continue to affect the entire 
sector, we believe our ability to create long term value 
remains strong, as was demonstrated in the other key 
areas of our business. Early in 2006, UTS undertook a 
successful exploratory drilling program onLease 14and 
Lease 311. For Lease 14, an independent engineering 
company completed a conceptual pit design using 
established mining criteria and confirmed our belief 
that Lease 14 contains a significant mineable resource. 
On the basis of the 2006 drilling results and other 
geological studies for Lease 14 and Lease 311, UTS, 
along with Teck Cominco, embarked on a program to 
acquire additional oil sands leases in the Athabasca oil 
sands region of northern Alberta. 


UTS jointly with Teck Cominco acquired 20 new leases 
since 2006 and now hold 22 prospective oil sands 
leases representing close to 285,000 acres; an area 
more than four times the size of the land held within the 
Fort Hills Partnership. These Leases are concentrated in 
two potential exploration areas, one on either side of 
the Athabasca River. An exploratory drilling program 
has been initiated to determine the extent of oil 
sands deposits within these new Leases. Preliminary 
indications are cause for optimism, although final 
results of our 2006/07 winter drilling program are not 
expected to be available until the fourth quarter of 2007 
when we will have the results of the core analyses by an 
independent resource evaluator. 


We have funded the acquisition of the new assets with 
no shareholder dilution. Teck Cominco has carried 
100 percent of the land acquisition costs for both 
Teck Cominco and UTS, against a transaction on UTS’ 
Lease 14. The value of Lease 14 and that of the newly 
acquired leases, if prospective, gives UTS additional 
financing flexibility. Moreover, if successful this could 
possibly lead to the development of other major oil 
sands projects. 


In summary, we have successfully created considerable 
value for our shareholders over the past several years 
while creating diversified growth opportunities for the 
years ahead. Our stake in Fort Hills has grown to 1.4 
billion barrels, Lease 14 represents as much as another 
200 million barrels and our other 21 leases co-owned 
with Teck Cominco could prove to be a platform for 
significant future growth. We have secured an enviable 
financial position through our partnerships and believe 
2007 will see many important milestones in the further 
creation of shareholder value. 


Thankyou for your supportin 2006 and we look forward 
to 2007 with renewed enthusiasm and optimism. 


On behalf of the Board of Directors 
aw Ko 
{SSS ee 


William Roach 


President and 
Chief Executive Officer 


Dennis A. Sharp 


Executive Chairman 


Calgary, Alberta, Canada 
April 30, 2007 
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Why Invest In The Oil Sands? 


Canada’s oil sands rival Saudi Arabia’s oil reserves in size, carry limited exploration risk and are next door to 
the United States, the world’s largest consumer of energy. As much as 1.7 trillion barrels of bitumen - a heavy, 
viscous, crude oil - are in place in Alberta’s oil sands, of which 174 billion barrels are potentially recoverable, 
making it second in size to Saudi Arabia’s conventional oil reserves. Less than 20 percent of these resources 
are sufficiently shallow to be recovered by surface mining methods. The balance require sophisticated in situ 


recovery methods. 


World Oil Reserves by Country as of January 1, 2007 


268 Canada is a politically 
Stable country next 
to the world’s largest 
oil consumer 


billions of barrels 


Saudi Canada _ Iran Iraq Kuwait UAE Venezuela Russia Libya Nigeria United 
Arabia States 


Source: Oil and Gas Journal December 2006 


Oil sands production reached 1.1 million barrels per day in 2005. Mining operations account for approximately 
60 percent of the total production. Estimates are that about 1.2 million barrels per day (mbd) will be produced 
in 2006. By 2011, production is expected to increase to 2.0 mbd and to reach 3.8 mbd by 2020. 


nies a = WESILOUANOS Mie. 

oil sands are not 
currently mineable 
which we believe, puts 
considerable value on 


82% 
in situ 


Alberta’s Estimated Alberta’s Current ‘ ee 
Oil Sands Reserves Oil Sands Production, @; U { exte N S | Wie mth Q 
(potentially recoverable) 2005 


assets now and into 


Source: Alberta Energy and Utilities Board h f 
Alberta’s Energy Resources 2005 and Supply Demand/Outlook 2006-2015 iB e U t U Le 


The UTS Advantage 


A significant land position of 540 square miles 
of prospective oil sands leases, strong and capable 
partners and an entrepreneurial management team. 


e UTS is a concentrated, pure play in Alberta’s growing oil sands regions. 


e UTSadds value throughout the development cycle from Fort Hills, our key strategic asset, to new opportunities 
through the successful delineation of resources and exploratory work on our recent land acquisitions. 


UTS’ Growing Presence in Alberta’s Oil Sands r 


| Regulatory 
Approval 
Other Oil Sands 


Leases 


Q1 2006 
Resource Discovery 


Q1 2007 


ES Resource Discovery 
Mineable Area 
AEUB 


Alberta 
oil sands areas 


ad 
A 


Edmonton 


Fort McMurray 


The three oil sands regions of Alberta (Athabasca, Peace River and Cold Lake) cover 
an area of approximately 140,800 square kilometres, or 54,363 square miles, about 
the size of New York state. 


a 
Calgary 
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UTS is Adding Value At All Stages 


(Fort Hills) 


first ofl 2011 


planned first oil 2013 


planned first oil 2015 


explore » delineate » develop 


Development 


Since gaining control of the Fort Hills assets in 2004, UTS 
has generated considerable value through the creation 
of the Fort Hills Partnership along with Petro-Canada 
and Teck Cominco. Teck Cominco’s mining expertise, 
for example, helped the Fort Hills team revise the mine 
plan which in turn led to an independent assessment 
indicating 4.7 billion barrels of bitumen resource. 


Delineation 


UTS acquiredLease 14in 2004and completed an extensive 
drilling program. Based on the results, UTS believes that 
this strategically located Lease may have 400 million 
barrels of bitumen. In April 2007, UTS and Teck Cominco 
entered into a letter of intent for Teck Cominco to acquire 
50 percent of Lease 14 for $200 million, or $1.00 per barrel 
of the assumed resource. 


Exploration 


UTS and Teck Cominco acquired 20 new leases on a 
50:50 basis during 2006 and early 2007, bringing total 
land holdings to 22 leases and 284,907 acres. These new 
leases, with a total area approximately four times larger 
than Fort Hills, provide a platform for significant future 
growth for UTS as initial drilling on some of these leases 
confirm the presence of oil sands. 


UTS’ Lease Holdings 


UTS has an interest in 28 Athabasca oil sands leases, with a total area of 346,005 acres. 


oF Area 1- Development 


Area 3 - Exploration Yi Q1 2007 Resource 


Fort Hills Leases 421, 422, 423, Discovery 
Leases 5,8, 52 (Project); 509 - 511,837 Lease 477, 311? 
+ Leases 437, 438, 634 
eee Area 2 - Delineation Q1 2006 Resource 
and Exploration Discovery 
Leases 311, 468 - 471, Lease 14! 
513, 514, 610, 611, 614, 
615, 840, 915 


"Independent contingent resource estimate expected Q4 2007 
Independent contingent resource estimate expected Q4 2008 


5,760 
acres 


| Fort Hills Partnership * 2011 
Ee Lease 14* 2013 
Ea Area 2 Potential Mineable * 2015 


Area 2 Potential In Situ 


40,000 


acres 


Asset maturity 


Ea Area 3 Exploration 


[a Lease 421** 


UTS’ total net acreage is 160,783 
* Planned first oil, subject to regulatory approval 
** Assumes 50 percent of Lease 421 sold to Teck Cominco 
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UTS’ Substantial Land Position 


Total Acreage Total Sq. Miles 


1 


Oil Sands Leases UTS Working 


Interest 


UTS Net Acreage | UTS Net 
Hectares 


Area 1: 


development | 61,098 5. 18,329 
Fort Hills 


Partnership’ 


UTS and Teck ieee Land 


Area 2: 

delineation 151,040 236.0 50% 75,520 30,208 
(west of river, 

north of 

Lease 14) 


Area 3: 


exploration? | 126/20 0 509 63,360 | 27,648 
{east of river) 


Total of Leases | 346,005 540.7 160,783 66,618 


Notes: 


(1) Lease 634 is adjacent to Lease 437 and discussions are underway to finalize a formal agreement 
to transfer the land acquisition and drilling costs, totaling approximately $725,000, into the 
Fort Hills Partnership. 


(2) UTS and Teck Cominco announced a letter of intent regarding Lease 14 in April 2007. The transaction is 
expected to close later in 2007. 


(3) UTS holds a 100% working interest in Lease 421 and discussions are underway for 50 percent to be sold to 
Teck Cominco 


UTS Creates Value Through Partnering 


— Fort Hills Partnership 


UTS 
30% 


Teck 
Cominco 


15% 


Petro-Canada 


55% 


Working interest 


UTS 
4% 


Teck Cominco 


34% 


Petro-Canada 


62% 


Earn-in on initial 


$2.5B funding 
UTS is paying 4% of 
costs to earn 30% in 
Partnership 


15 percent. 


Both Petro-Canada and Teck Cominco provide financial strength, the ability to 
reduce Project execution risk and operational cost efficiencies. Through building 
the Partnership, UTS has secured the first $2.5 billion of Project funding, of which its 
share is only $100 million as the Partners will spend $650 million on UTS’ behalf to 
earn into the Project. UTS expects that spending for the Fort Hills Project will reach 
$2.5 billion by the end of 2008 and as such, UTS is currently fully funded for its share 


of the Project costs until that time. 


Since gaining control of the Fort Hills assets for $125 million in 2004, UTS has 
generated considerable value from these assets for its shareholders. UTS created 
the Fort Hills Partnership in 2004. In 2005, UTS entered an agreement with Petro- 
Canada, a company with extensive major project experience, downstream expertise, 
and financial strength, under which Petro-Canada became a partner in Fort Hills 
and project operator. Later that same year, Teck Cominco, a diversified mining, 
smelting and refining group and a world leader in the production of metallurgical 
coal and zinc, joined the Partnership. UTS holds a 30 percent working interest in 
the Fort Hills Partnership with Petro-Canada holding 55 percent and Teck Cominco 
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— Teck Cominco Land 


25 
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oO 
vo 
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UTS interest in 
Lease 14 
3,573 acres 
c . . 
|: — Mining discovery 
exploration delineation | o. 
@ | 
© —In situ potential 
mo) 
$28 million UTS interest in 
+ for drilling & Area2 
and 75,520 acres 
exploration 
activities 
UTS’ original c 
Lease 14 holding Fe 
7,147 acres 6 
eo 
Pad 
Vv. 


UTS interest in 
Area 3 
63,360 acres 


+ 
$120 million 
for future UTS 
drilling and 
exploration 
activities 


In addition to its participation in the Fort Hills Project, mining expert Teck Cominco 
is a joint owner of our leases outside of the Fort Hills Partnership. Since December 
2005, UTS and Teck Cominco have jointly acquired approximately 285,000 acres 
based on an extensive geophysical program and positive core drilling results in 
2006. UTS’ lease holdings outside the Fort Hills Partnership are now more than four 
times the size of what it holds inside the Fort Hills Partnership. 


Lease 14 Letter of Intent provides: 
¢ Capital to pay for UTS’ share of recent land acquisition 


e Elimination of UTS’ deficit on the balance sheet 


e Funding for UTS’ share of its joint exploration and delineation program for the 
next two to three years with Teck Cominco 


e A benchmark value for undeveloped bitumen on the west side of the 
Athabasca River 


od 


MESSAGE TO OUR SHAREHOLDERS 


We firmly believe, that over the past several years we have built a company that has created 
considerable shareholder value through the prudent development of our oil sands assets while at 
the same time, establishing the platform for significant future growth. We have strategically 
chosen to work with partners with specific skills while also fully utilizing an internal capability that 
provides us with extensive industry expertise and insight. This internal capability has allowed us 
to derive significant value from our Fort Hills assets as well as creating new opportunities through 
the successful delineation of Lease 14 and our recent land acquisitions. 


Fort Hills remains a key strategic asset for UTS. With a 30 percent working interest in the Project 
while Petro-Canada holds 55 percent and is the operator and Teck Cominco has 15 percent, UTS 
has 1.4 billion barrels of bitumen of the estimated recoverable 4.7 billion barrels. A revised mine 
plan prepared earlier this year resulted in a 34 percent increase in contingent resources over 
December 2005, and an even more significant 96 percent increase since December 2004 when 
we held a 100 percent working interest in the Project. Moreover, we have committed funding in 
place from the Partnership for the first $2.5 billion of expenditures through the Petro-Canada and 
Teck Cominco earn-in structure. 


The Partnership made a number of important advances on the Project over the last year, 
particularly in regards to the revised mine plan and Upgrader. In early 2006, the decision was 
made to locate the Upgrader in the Edmonton area in order to provide access to a larger labour 
pool, better productivity and we believe lower construction costs. By the end of 2006, our 
application for regulatory approval was submitted. Meanwhile, the Partnership is taking the very 
responsible approach of continuing to refine the design and execution strategy of the entire 
Project in an attempt to optimize capital costs and reduce execution risks in a rapidly changing 
business climate. 


We are well aware that environmental issues are a significant component of our business. With 
the heightened public recognition of this issue, it is becoming increasingly clear that there will be 
a new environmental regulatory framework affecting the energy industry. Regardless of any 
government action, UTS is taking steps to examine our approach to improving energy efficiency. 
Over the next year, we will strive to define and where possible respond to any implications on our 
business. One technology under extensive review is the use of gasification, a process that uses 
low grade feedstock to generate hydrogen for the upgrading process and produces a relatively 
pure carbon dioxide stream that can be captured for sequestration and even possibly used in 
enhanced oil recovery. 


These environmental issues are in addition to a general business environment that has seen local 
labour demand, global equipment and material cost inflation and industry-wide capital costs for 
integrated mine-upgrader projects increasing. UTS is subject to these cost challenges and, along 
with the Fort Hills Partnership, continues to position the Project to limit these pressures. For 
example, the engineering work in planning the Upgrader has focused on optimizing the initial 
phase of development to ensure the right balance is achieved between initial cost, execution risk, 
project size, product quality and plant efficiency and operability. 


While external factors will continue to affect the entire sector, we believe our ability to create long 
term value remains strong, as was demonstrated in the other key areas of our business. Early in 
2006, UTS undertook a successful exploratory drilling program on Lease 14 and Lease 311. For 
Lease 14, an independent engineering company completed a conceptual pit design using 
established mining criteria and confirmed our belief that Lease 14 contains a significant mineable 
resource. On the basis of the 2006 drilling results and other geological studies for Lease 14 and 
Lease 311, UTS, along with Teck Cominco, embarked on a program to acquire additional oil 
sands leases in the Athabasca oil sands region of northern Alberta. 


UTS jointly with Teck Cominco acquired 18 new leases over the last year and now hold 19 
prospective oil sands leases representing close to 258,000 acres; an area more than eight times 
the size of the land held within the Fort Hills Partnership. These Leases are concentrated in two 
potential exploration areas, one on either side of the Athabasca River. An exploratory drilling 
program has been initiated to determine the extent of oil sands deposits within these new Leases. 
Preliminary indications are cause for optimism, although final results of our 2006/07 winter drilling 
program are not expected to be available until the fourth quarter of 2007 when we will have the 
results of the core analyses by an independent resource evaluator. 


We have funded the acquisition of the new assets with no shareholder dilution. Teck Cominco 
has carried 100 percent of these land acquisition costs for both Teck Cominco and UTS, against 
a future transaction on UTS’ Lease 14. The value of Lease 14 and that of the newly acquired 
leases, if prospective, gives UTS additional financing flexibility. Moreover, if successful this could 
possibly lead to the development of other major oil sands projects. 


In summary, we have successfully created considerable value for our shareholders over the past 
several years while creating diversified growth opportunities for the years ahead. Our stake in 
Fort Hills has grown to 1.4 billion barrels, Lease 14 represents as much as another 400 million 
barrels and our other 19 leases co-owned with Teck Cominco could prove to be a platform for 
significant future growth. We have secured an enviable financial position through our partnerships 
and believe 2007 will see many important milestones in the further creation of shareholder value. 


Thank you for your support in 2006 and we look forward to 2007 with renewed enthusiasm and 
optimism. 


On Behalf of the Board of Directors 


Dennis A. Sharp William Roach 
Executive Chairman President and Chief Executive Officer 


Calgary, Alberta, Canada 
March 26, 2007 
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UTS ENERGY CORPORATION 


MANAGEMENT'S DISCUSSION AND ANALYSIS 
AS AT MARCH 12, 2007 


Management's discussion and analysis (“MD&A”) should be read in conjunction with the audited 
consolidated financial statements for the year ended December 31, 2006. Additional information 
concerning UTS Energy Corporation (“UTS” or the “Company”), including its Annual Information 
Form, is available on SEDAR at www.sedar.com. 


FORWARD-LOOKING STATEMENTS: This report contains certain “forward-looking statements” 
within the meaning of such statements under applicable securities law. Forward-looking 


” “ ” « 


statements are frequently characterized by words such as “plan”, “expect”, “project”, “intend”, 
“believe”, “anticipate”, “estimate” and other similar words, or statements that certain events or 
conditions “may” or “will” occur. Forward-looking statements in this report include, but are not 
limited to: capital investment levels relating to the Project, the proposed plan of development for 
the Project and the timing and costs associated therewith, production capacity and levels and the 
timing of achieving such capacity and levels, forecast working capital requirements, future labour 
requirements, the extent of an estimate of resources with respect to the Project Leases and the 
Corporation’s exploration Leases, anticipated sources of financing, concepts and processes of 
the Project including the technology for the Upgrader and the period of time until the Corporation 
requires additional financing. Forward-looking statements are based on the opinions and 
estimates of management at the date the statements are made, and are subject to a variety of 
risks and uncertainties and other factors that could cause actual events or results to differ 
materially from those projected in the forward-looking statements. These factors include the risks 
discussed in the Company’s Annual Information Form for the year ended December 31, 2006 
which include without limitation, the inherent risks involved in a development stage oil sands 
mining and extraction enterprise. The Company faces uncertainties, including those associated 
with resource definition, the timeline to production, the possibility of Fort Hills Project cost 
overruns or unanticipated costs and expenses, regulatory approvals, fluctuating commodity prices 
and currency exchange rates, and the ability to access sufficient capital from external sources to 
finance future development. Certain forward-looking information contained in this report such as 
future development plans, operating and capital expenditures, working capital and production are 
dependent upon the partnering arrangement with Petro-Canada and Teck Cominco, re-scoping of 
the Fort Hills Project to reflect a staged development, the extent and timing of any additional 
regulatory approvals related thereto, completion of construction and commencement of 
commercial operations. As a consequence, actual results may differ, and may differ materially 
from those anticipated in the forward-looking statements. The reader is cautioned not to place 
undue reliance on forward-looking statements, as there can be no assurance that such plans, 
intentions or expectations upon which they are based will occur. The forward-looking statements 
contained herein are expressly qualified in their entirety by this cautionary statement. The 
forward-looking statements included in this MD&A are made as of the date of the MD&A and UTS 
makes and states no obligation to publicly update such forward-looking statements to reflect new 
information, subsequent events or otherwise unless so required by applicable securities laws. 


OVERVIEW 


UTS Energy Corporation is focused on the creation of shareholder value through achieving 
production and upgrading of bitumen from the oil sands deposits associated with the Fort Hills oil 
sands project (“Fort Hills Project” or the “Project”) in which it has a 30% working interest. The 
Fort Hills partnership (the “Fort Hills Partnership”) comprises UTS, Teck Cominco Limited (“Teck 
Cominco") and Petro-Canada. Beyond the Fort Hills Project, UTS is expanding the scope of its 
opportunities through a land acquisition program, exploration, and continued evaluation of the 
development potential of its other oil sands Leases. 


Management’s Discussion and Analysis 3 


2006 has been a year of continuing progress for UTS. Petro-Canada Oil Sands Inc. (“PCOSI”), a 
subsidiary of Petro-Canada and contract operator of the Fort Hills Project, has made considerable 
progress in defining the final configuration and preliminary engineering for the Fort Hills Project. 
UTS continues to participate in the management of the Project through the Management 
Committee and its several subcommittees. UTS’ share of Fort Hills Project expenditures during 
2006 totalled $12.0 million. 


UTS owns 100% working interest in Lease 14 (7,147 acres) and Lease 421 (11,520 acres). 


In addition UTS, jointly with Teck Cominco, has acquired a total of 257,920 acres of prospective 
oil sands leases concentrated in two potential exploration areas, one on either side of the 
Athabasca River. An exploratory drilling program has been initiated to determine the extent of oil 
sands deposits within these new Leases. Preliminary indications from the current drilling program 
are encouraging. Results of the drilling program are expected to be available in the fourth quarter 
of 2007. 


Progress during 2006 for the Fort Hills Project, Lease 14, Lease 311 and our other newly 
acquired exploration oil sands leases is described below. 


OIL SANDS LEASE HOLDINGS 


In early 2006, UTS undertook a successful exploratory drilling program on Lease 14 and 
Lease 311. On the basis of these positive drilling results and other geological studies, UTS, 
along with Teck Cominco, embarked on a program to acquire additional oil sands leases in the 
Athabasca oil sands region of northern Alberta. UTS and Teck Cominco entered into a joint 
bidding agreement dated July 13, 2006 with respect to oil sands leases in the Athabasca region. 
On January 15, 2007 the parties announced that they jointly acquired 18 new leases from 2005 to 
2007 comprising 257,920 acres (including Lease 311) at a total cost of $163.5 million (net cost to 
UTS of $79.3 million), in the Athabasca oil sands region of Alberta on a 50:50 basis. These 
Leases form the basis for two potential new exploration areas as noted below. If prospective, the 
potential value of these Leases could give UTS additional financing flexibility and possibly lead to 
the development of other major oil sands projects. 


Under the terms of the joint bidding agreement, Teck Cominco has carried 100% of the land 
acquisition costs for both Teck Cominco and UTS, against the future value of UTS’ Lease 14. 
UTS’ share of these costs will be reimbursed at the time Teck Cominco chooses to exercise its 
option to participate on Lease 14. If Teck Cominco chooses to exercise its option and acquire up 
to 50% of Lease 14 at fair market value, then the land acquisition costs will be set off against the 
fair market value of Lease 14. Alternatively, if Teck Cominco chooses not to exercise its right to 
enter into Lease 14, then UTS shall reimburse Teck Cominco the funds previously forwarded for 
the 2006 land acquisition 180 days from the date of such election. 


This highly successful program resulted in UTS and Teck Cominco jointly acquiring interest in 18 
prospective oil sands Leases. These Leases are located north of existing oil sands 
developments in an area with limited well control. Consequently, there is little existing information 
available about the oil sands resource potential in these areas. 

UTS currently holds 165,956 net acres of oil sands leases, with an average working interest of 
49.1% This includes 18,329 net acres associated with the Fort Hills Project and 147,627 net 
acres outside the Fort Hills Project, as detailed in the following table. 
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Total UTS Working UTS Net UTS Net UTS Working 
Oil Sands Leases Acreage Interest Acreage Hectares Interest Cost $ 
Fort Hills Project 
Lease T05 5,873 30% 1,762 705 
Lease T52 5,715 30% 1,714 686 
Lease 008 35,110 30% 10,533 4,213 
Subtotal 46,698 30% 14,009 5,604 
Fort Hills Partnership 
Lease 438 5,440 30% 1,632 653 $1,922,886 
Lease 437 7,680 30% 2,304 922 476,322 
Lease 634” 1,280 30% 384 154 256,599 
Fort Hills Partnership 
Total 61,098 30% 18,329 1,333 $2,655,807 
Exploration Area 2 (West side of the Athabasca River) 
Lease 311 11,520 50% 5.760 2,304 544,068”) 
Lease 468 5,120 50% 2,560 1,024 9,001,093 
Lease 469 5,120 50% 2,560 1,024 500,869 
Lease 470 5,120 50% 2,560 1,024 12,750,981 
Lease 471 5,120 50% 2,560 1,024 500,869 
Lease 477 5,120 50% 2,560 1,024 18,250,885 
Lease 513 23,040 50% 11,520 4,608 185,103 
Lease 514 23,040 50% 11,520 4,608 2,211,149 
Lease 610 15,360 50% 7,680 SOWA 8,787,180 
Lease 611 7,680 50% 3,840 1,536 79,811 
Lease 614 7,040 50% 3,520 1,408 35,834 
Lease 615 6,400 50% 3,200 1,280 29,824 
Lease 840 23,040 50% 11,520 4,608 3,052,846 
Exploration Area 2 Total 142,720 50% 71,360 28,544 $55,930,512 
Exploration Area 3 (East side of the Athabasca River) 
Lease 422 11,520 50% 5,760 2,304 243,740 
Lease 423 11,520 50% 5,760 2,304 260,029 
Lease 509 23,040 50% 11,520 4,608 18,502,180 
Lease 510 23,040 50% 11,520 4,608 236,483 
Lease 511 23,040 50% 11,520 4,608 3,513,876 
Lease 837 23,040 50% 11,520 4,608 586,092 
Exploration Area 3 Total 115,200 50% 57,600 23,040 $23,342,400 
Joint Acreage 
Acquired with Teck 
Cominco 
(Areas 2 and 3) 257,920 50% 128,960 51,584 $79,272,912 
Lease 14° 7,147 100% 7,147 2,859 $118,000 
Lease 421 11,520 100% 11,520 4,608 $240,353 
Leases Outside FHP 276,587 53% 147,627 59,051 $79,631,265 
Total Leases 337,685 49% 165,956 66,384 


Note: 


1. UTS currently owns 100% of Lease 634 which is adjacent to Lease 437 and discussions are underway to finalize a 
formal agreement to contribute the land acquisition and drilling costs, totalling approximately $700,000, into the Fort 


Hills Partnership. 


2. The gross bid amount was $6.1 million with UTS’ share being $3.1 million less $2.5 million paid by Teck Cominco to 


UTS. 


3. Teck Cominco has the right to participate in Lease 14 up to a maximum of a 50% working interest at the fair market 
value to be determined at the time it elects to participate. 
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LOCATION OF OIL SANDS LEASES 


Lease 14 : collateral 
used to acquire UTS' 
Wi in Area 2&3 


FORT HILLS PROJECT - Leases T05, T52 and 008 


Fort Hills is located in north-eastern Alberta, 70 kilometres north of Fort McMurray. The closest 
oil sands production is from Syncrude Canada Limited’s Aurora. North mine, which began 
operations in the year 2000 and which is immediately to the south of, and adjacent to, the Fort 
Hills property. The Fort Hills Project is operated by PCOSI, a wholly-owned subsidiary of Petro- 
Canada, which is one of Canada’s largest integrated oil and gas companies, with shares traded 
on the Toronto and New York stock exchanges. 


The Fort Hills Project comprises oil sands Leases T05, T52 and 008 (the “Fort Hills Project 
Leases”) on the east side of the Athabasca River covering a total of 46,698 acres. UTS holds a 
30% interest in these Fort Hills Project Leases (14,009 acres or 5,604 hectares). 


Retention of Leases T05 and T52 requires production at a minimum level of 100,000 bbls/day of 


bitumen by June 2011. Retention of Lease 008 is based on conducting a required level of 
resource characterization, which has been achieved. 
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FORT HILLS PARTNERSHIP LEASES - Leases 437, 438 and 634 


On February 8, 2006, the Fort Hills Partnership acquired Leases 437 and 438 to the northeast of 
the Fort Hills Project Leases with a total area of 13,120 acres. UTS holds a 30% interest in each 
of these Leases. Delineation drilling is currently underway after which the optimal manner for 
incorporating these Leases into the Fort Hills Project can be determined. Leases 437 and 438 are 
in their 15 year Primary Terms (under the Alberta Oil Sands Tenure Guidelines), which expire in 
February 2021. 


Lease 634 was acquired by UTS in September 2005, and is in the process of being incorporated 
into the Fort Hills Partnership. Lease 634 is in the 15 year Primary Term (under the Alberta Oil 
Sands Tenure Guidelines) which expires in September 2020. 


LEASE 14 


UTS holds an undivided 100% interest in Lease 14. This 7,147 acre Lease is located on the west 
side of the Athabasca River, approximately 90 kilometres north of Fort McMurray, and is 
sandwiched between Shell Canada Limited leases 9 and 17 (the base leases of the recently 
announced Pierre River mine expansion). The closest oil sands production is from Syncrude 
Canada Limited’s Aurora North mine, which began operations in the year 2000, and which is 
located approximately 25-30 kilometres to the south of Lease 14. Lease 14 is in the 15 year 
Primary Term (under the Alberta Oil Sands Tenure Guidelines), which expires in December 2015. 


A number of options for developing bitumen production from Lease 14 are at an early stage of 
consideration. At present, no decisions have been made regarding quality specifications, 
marketing and transportation arrangements, or joint development with other area operators or 
sale of the Lease to enhance UTS’ financing flexibility. Shell Canada Limited has recently 
announced that it plans to develop its leases on either side of Lease 14 as the core of its 200,000 
bbls/day Pierre River mine project, and that it will file a development application by the end of 
2007. It also notes that it anticipates the possibility of acquiring or exchanging leases with nearby 
lessees. 


UTS has completed environmental baseline work to enable an expeditious development decision 
for Lease 14, should that be desirable. No major concerns were identified. 


EXPLORATION AREA 2 - Leases 311, 468-471, 477, 513, 514, 610, 611, 614, 615, and 840 


Exploration Area 2 comprises 13 oil sands leases covering a total area of 142,720 acres on the 
west side of the Athabasca River, to the north of Lease 14 and the west of Shell Canada 
Limited’s proposed Pierre River mine development. These Leases were acquired under terms of 
a joint bidding agreement with Teck Cominco. UTS holds a 50% working interest in each of these 
Leases. 


Lease 311, which is approximately 10 kilometres north of Lease 14, was purchased in the Crown 
sale on December 14, 2005. 


On September 6, 2006, UTS and Teck Cominco jointly acquired, in a Crown sale, Leases 468, 
469, 470, 471 and 477 contiguous to Lease 311. Each Lease comprises 5,120 acres (2,048 
hectares) for a total of 25,600 acres (10,240 hectares). 


Lease 840, located approximately 10 kilometres north of Lease 311 and comprising 23,040 acres 
(9,215 hectares) was purchased at the Crown sale on September 20, 2006. 


Leases 513 and 514, contiguous with Lease 840, were purchased in the Crown sale on 
November 29, 2006. Each of these Leases comprises 23,040 acres (9,216 hectares). 
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Leases 610, 611, 614 and 615, contiguous to the other Leases in Exploration Area 2, were 
purchased in the Crown sale on January 10, 2007. These Leases comprise between 6,400 acres 
and 15,360 acres (2,560 hectares and 6,144 hectares) for a total of 36,480 acres (14,592 
hectares). 


UTS expects that the contiguous package of lands in Exploration Area 2, if found to be 
prospective, may contain the potential to provide sufficient resource for a stand-alone oil sands 
project. 


EXPLORATION AREA 3 - Leases 422, 423, 509-511 and 837 


Exploration Area 3 comprises six oil sands leases covering a total area of 115,200 acres on the 
east side of the Athabasca River approximately 30 kilometres to the northeast of the Fort Hills 
Project Leases. These Leases were acquired under terms of a joint bidding agreement with Teck 
Cominco. UTS holds a 50% working interest in each of these Leases. 


Lease 837, comprising 23,040 acres (9,216 hectares), was purchased at the Crown sale on 
September 20, 2006. 


Leases 509, 510 and 511 were purchased at the Crown sale on November 29, 2006. Each of 
these Leases comprises 23,040 acres (9,216 hectares) for a total of 69,120 acres (27,648 
hectares). 


Leases 422 and 423, each comprising 11,520 acres (4,608 hectares) were purchased at the 
Crown sale on December 13, 2006. 


UTS expects that the contiguous package of lands in Exploration Area 3, if found to be 
prospective, may contain the potential to provide sufficient resource for a stand-alone oil sands 
project. 


LEASE 421 


UTS purchased an undivided 100% interest in Lease 421, at the Crown sale on December 13, 
2006. This Lease which is located approximately 50 kilometres east of the Fort Hills Project 
Leases comprises 11,520 acres (4,608 hectares). 


OIL SANDS RESOURCE ESTIMATES 


UTS is engaged in the exploration for, and exploitation of, oil sands deposits in the Western 
Canada Sedimentary Basin. The Athabasca oil sands area, located in north-eastern Alberta, is 
the largest of the three oil sands areas (“OSAs”) defined by the Alberta Energy and Utilities 
Board, and contains an estimated 1.37 trillion barrels of initial crude bitumen in-place. 
Cumulatively, the three OSAs contain an estimated 1.7 trillion barrels of initial crude bitumen in- 
place, of which there are 174 billion barrels as remaining recoverable (source: Alberta Energy 
and Utilities Board publication “Alberta’s Energy Reserves 2005 and Supply/Demand Outlook 
2006-2015’). 


Within the Athabasca region, an estimated 68% of the initial in-place resource is contained within 
the sands of the McMurray and Wabiskaw formations of the Lower Cretaceous Mannville Group. 
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FORT HILLS PROJECT 


For the year ended December 31, 2005, the independent reserves evaluators GLJ Petroleum 
Consultants Ltd. (“GLJ”) reported on the Fort Hills Project Leases as required by National 
Instrument 51-101. Petro-Canada uses Sproule Associates Limited, Oil and Gas Consultants 
(“Sproule”) as their independent resource auditor and, as operator of the Fort Hills Project, they 
have used Sproule to confirm the Fort Hills Project's resource estimates for 2006. Consequently, 
in the interest of consistency, the UTS Board of Directors also agreed to use Sproule as their 
independent resource auditor for the Fort Hills Project's resource estimates effective December 
31, 2006. 


The Sproule audited Best Estimate of Contingent Recoverable Bitumen Resources associated 
with the Fort Hills Project Leases for the year ended December 31, 2006 is 4.7 billion barrels, 
compared to GLJ’s Best Estimate of 3.5 billion barrels on December 31, 2005. They noted that 
the volumes listed in the table below entitled “Contingent Bitumen Resources”, refer to 
recoverable bitumen estimates, as per the definition of “Contingent Resources” in the Canadian 
Oil and Gas Evaluation Handbook (“COGEH”) as published by the Canadian Section of the 
Society of Petroleum Evaluation Engineers. The bitumen estimates were calculated at the outlet 
of the proposed extraction plant. The following definitions for a subset of resource categories are 
taken from COGEH as published by the Canadian Section of the Society of Petroleum Evaluation 
Engineers: 


“Contingent resources are defined as those quantities of oil and gas estimated on a given date to 
be potentially recoverable from known accumulations but are not currently economic. Contingent 
resources include, for example, accumulations for which there is currently no viable market”. 


Reserves are defined as follows: “Those quantities of oil and gas anticipated to be economically 
recoverable from discovered resources are classified as reserves”. 


In order to move the Fort Hills contingent recoverable bitumen resources into the reserves 
category, remaining regulatory approvals will be required, as well as acceptance within the Fort 
Hills Partnership of the updates to the project scope, timing and cost estimates. 


UTS’ working interest share of the Fort Hills Project’s contingent bitumen resources is estimated 
to be 1.4 billion barrels, a 34% increase from 1.05 billion barrels as previously estimated. 


Contingent Bitumen Resources (Fort Hills Project Leases T05, T52 and 008) 


UTS’ 30% WI 
December 31, 2005 ‘” December 31, 2006 December 31, 2006 
(Billion bbls) (Billion bbls) (Billion bbls) 
Low Estimate 2.4 0S | 0.9 
Best Estimate SS) 47 1.4 
High Estimate 46 5.5 AY 


Notes: 


1. Based on Form 51-101 F2 Resources dated December 31, 2005 prepared for UTS by GLJ. 
2. Based on Form 51-101 F2 Resources dated December 31, 2006 prepared for UTS by Sproule. 


The increase in the Best Estimate of contingent bitumen resources for the Fort Hills Project is due 
to the adoption of a revised mine plan. The previous mine plan was developed in 2001-2002 by 
TrueNorth Energy Corporation and it was predicated on an oil price of US $20 - $22 WTI. The 
Fort Hills Project mining team re-examined the economic pit limits in light of the current cost and 
oil price environment, and determined that it would be economic to mine to a higher cut-off strip 
ratio than in prior years. The effect of this analysis has been to increase the economic TV:BIP 
cut-off from 12:1 to approximately 16:1, thus significantly increasing the amount of oil sand that 
can be economically mined. 
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The 2006/2007 Fort Hills Project core hole program commenced in November 2006, and is 
expected to be completed by the end of March 2007. The depth to the top of the target McMurray 
Formation varies from 5 metres to 70 metres and the costs associated with drilling, coring and 
analyzing the resulting data are expected to be in the range of $60,000 to $110,000 per core 
hole. 


LEASE 14 


In mid 2006, Norwest Corporation (“Norwest”), an independent engineering company, completed 
a conceptual pit design for the development of Lease 14 using the available geological data from 
the 2006 drilling program. Norwest designed a series of pits using established Energy and 
Utilities Board mining criteria. In addition,a range of TV:BIP cut off ratios were utilized to 
estimate recoverable bitumen volumes via surface mining methods within Lease 14. 


As reported in the second quarter of 2006, Norwest also estimated the following volumes of 
Discovered Resources of bitumen in-place: low estimate - 60 million barrels; best estimate - 222 
million barrels; high estimate - 560 million barrels. Discovered Resources are defined by COGEH 
as "those quantities of oil and gas estimated on a given date to be remaining in, plus those 
quantities already produced from, known accumulations. Discovered Resources are divided into 
economic and uneconomic categories, with the estimated future recoverable portion classified as 
reserves and contingent resources respectively". Norwest used a TV:BIP constraint of 24:1, a 
minimum bitumen content of 7wt% and minimum mining thickness of 3 metres in the estimation of 
Discovered Resources. As at December 31, 2006 there was insufficient core hole data available 
on Lease 14 to allow for a reliable estimation of contingent bitumen resources. 


The 2006/2007 Lease 14 core hole program commenced in January 2007, and will be completed 
by the end of March 2007. The depth to the top of the target McMurray Formation varies between 
15 metres and 45 metres and the costs associated with drilling, coring and analyzing the resulting 
data are expected to be in the range of $120,000 to $150,000 per core hole. 


As of March 12, 2007, UTS had drilled an additional 96 core holes to delineate the resource, 
bringing the total to 124 core holes on Lease 14. This includes 28 drilled in early 2006, and 
represents roughly one core hole per legal subdivision (“LSD”) over the prospective eight 
sections. Of the 96 core holes drilled on Lease 14, 40 encountered potentially mineable oil sands 
with preliminary estimates of thicknesses of between 15 metres and 35 metres. Overburden 
thicknesses ranged from 20 metres to 38 metres. The above results are based on preliminary 
analyses of the well log data. The recent drilling results confirm the belief of UTS’ management 
that Lease 14 contains a significant resource. Furthermore, UTS’ management believes that the 
best estimate of Discovered Resources of bitumen is approximately 400 million barrels. This 
would support a stand-alone, or a satellite mining project of 50,000 bbls/day of bitumen. 


An independent estimate of Contingent Resources of recoverable bitumen should be available in 
the fourth quarter of 2007. 


FORT HILLS PROJECT 


UTS has a 30% interest in the Fort Hills Project. Petro-Canada has a 55% interest and Teck 
Cominco the remaining 15%. PCOSI operates the Project on behalf of the Fort Hills Partnership. 
The terms of the Fort Hills Partnership were set out on September 5, 2005 with the signing of the 
binding Memorandum of Agreement (“MOA”) with Petro-Canada and Teck Cominco. The 
subscription agreement among UTS, Petro-Canada and Teck Cominco and the existing Fort Hills 
entities was finalized on October 12, 2005. UTS, Petro-Canada and Teck Cominco completed the 
partnership process on November 30, 2005 upon the finalization of amendments to the Limited 
Partnership and Unanimous Shareholders’ Agreements (collectively the “Partnering Agreements’). 
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The future development of the Fort Hills Project depends on a tri-party decision making process. 
Certain decisions regarding Project development and operations require a majority vote of the 
Partners. Some fundamental decisions require a special vote (comprising at least two partners 
with a combined interest of 62%) and in certain cases, unanimous agreement is required. The 
direction and overall plans of the Project depend on fundamental decisions by the Partners to the 
Project. The Partners have agreed to work co-operatively to further the ultimate goal of building 
and operating an integrated mining and upgrading project to produce and upgrade approximately 
190,000 bbls/day of bitumen from the Fort Hills Project Leases. The Partners continue to be 
contractually committed to take all steps necessary to retain the Fort Hills Project Leases. 


Development of the Fort Hills Project advanced significantly during 2006 through the Design 
Basis Memorandum (“DBM”) phase of project design and engineering. This includes the mining 
and bitumen recovery operations located on the Fort Hills Project Leases and the upgrader (the 
“Sturgeon Upgrader” or “Upgrader”) located in Sturgeon County, approximately 40 kilometres 
northeast of Edmonton. 


As noted above, a new mine plan has been developed by the Fort Hills Project mining team, 
reflecting the current cost and oil price environment. This new plan will allow mining of additional 
oil sands. The Fort Hills Partnership drilled a total of 96 core holes during the 2005/2006 winter 
drilling season to refine selection of the optimal area for the opening cut. It is drilling a further 315 
core holes during the 2006/2007 winter drilling season. Of these, 190 core holes are associated 
with infill drilling in the opening cut area, and 80 core holes, with up to a further 20 contingent 
locations, are planned on the new Leases 437 and 438. 


As a result of the new mine plan, the process plant and the waste disposal area, including the 
tailings disposal area, will need to be relocated, requiring an amendment to the current regulatory 
approvals. Initial stakeholder response to the proposed changes has been generally positive. 
The additional environmental baseline work and environmental impact analysis required for the 
amendment application were completed during the year. 


On the ground, work has been initiated to clear the area for the opening mine cut and begin 
ditching and drainage activities. The merchantable timber was recovered. 


The Fort Hills Partnership has selected a proven bitumen extraction technology based on that 
utilized by Syncrude Canada Limited at its Aurora North operations and Albian Oil Sands at its 
Muskeg River mine. The addition of thickeners to the process configuration is under 
consideration to maximize water recycle opportunities. The BITMIN extraction technology, which 
was tested in late 2005/early 2006, has not been selected for use in the Fort Hills Project; 
therefore, costs associated with the demonstration plant have been written off in 2006. 


On January 26, 2006, Fort Hills Partnership announced plans to build its oil sands upgrading 
facility in Sturgeon County, and that it had acquired approximately 5,700 acres (approximately 
2,300 hectares) of private land some 40 kilometres northeast of Edmonton, Alberta. 


During 2006, the Fort Hills Partnership progressed the DBM engineering of the delayed coker 
based Upgrader. The proposed upgrading facilities will be built in phases, with the first phase 
expected to be completed in the third quarter of 2011. The maximum technical capacity of 
Phase 1, to achieve maximum “economy of scale” would be 170,000 bbls/day, yielding 140,000 
bbls/day of synthetic crude oil (“SCO”). The Partnership is reviewing methods to reduce 
execution risks by looking at a smaller initial phase processing 100,000 bbls/day of bitumen 
yielding between 70,000 bbls/day and 85,000 bbls/day of SCO. UTS’ view of the phasing 
philosophy for the total project is contained in the section “Cost Estimates for Fort Hills Project”. 
The phase capacities are subject to confirmation by the Fort Hills Partnership. 
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Environmental baseline work and the required environmental impact analysis have been 
completed for the Upgrader. 


Engineering work to date has focused on optimizing the initial phase of development to ensure the 
right balance is achieved among initial cost, product quality and plant efficiency and operability. 
Licensors for the major Upgrader components have been selected and have been fully engaged in 
the optimization process. Continuing engineering activities and the completion of the DBM will 
allow development of capital cost estimates which should be available in the first half of 2007. 


For the purpose of executing the Front End Engineering and Design (“FEED”) and the subsequent 
Engineering Procurement and Construction (“EPC”) phase of the Project, the Project has been 
divided into “silos” based broadly on the major process units. The bidding process for the FEED 
contracts is progressing with awards expected in the first half of 2007. 


Bitumen will be transported from the mine site to the Upgrader by pipeline using naphtha as a 
diluent. The diluent will be recovered at the Upgrader and returned to the mine site in a parallel 
pipeline. It is anticipated that the pipeline will be owned and operated by a third party and the 
process for selection of the provider will take place during 2007. 


The Fort Hills Partnership is continuing to examine numerous options for the transportation of its 
SCO stream to various target markets in the mid-west, the Gulf coast and the West coast. In 
addition, the potential to incorporate a possible parallel coke gasification development will be 
evaluated to produce hydrogen and synthesis gas for generating electricity and other high value 
products. 


The Fort Hills Partnership is continuing to refine the design and execution strategy of the Project 
in an attempt to reduce capital costs and execution risks. It expects to complete these 
refinements in the first half of 2007, after which the Fort Hills Partnership will be in a position to 
update the scope, timing and cost estimates. 


FORT HILLS REGULATORY APPROVALS 


Provincial government regulators granted the major permits and approvals required to proceed 
with construction and development of a mine and process facilities for the production of up to 
235,000 bbls/day or 190,000 bbls/day annualized average of clean bitumen from the Fort Hills 
Project Leases in December 2002. 


The federal Department of Fisheries and Oceans granted necessary authorization under the 
Fisheries Act on April 18, 2006 for the mine operation. This authorization requires the 
construction of a fish habitat compensation lake on the north end of the Fort Hills Leases. 


The current plan for development of the Fort Hills Project requires additional regulatory approvals 
from the Alberta government. These include an amendment to the existing mine approvals and 
new approvals for the Sturgeon Upgrader. 


On April 20, 2006, a Public Disclosure Document for the proposed Sturgeon Upgrader was 
released by PCOSI, the Project operator, as the first step toward receiving regulatory approval. 
This was followed by a series of community information sessions. Feedback was generally 
positive. 


On December 7, 2006, Petro-Canada, on behalf of the Fort Hills Partnership, filed an application 
with the Alberta Energy and Utilities Board (“EUB”) and Alberta Environment (“AENV”) to 
construct and operate the Sturgeon Upgrader. The application encompasses several phases of 
development with an ultimate capacity of up to 360,000 bbls/day of bitumen feed and an 
expected start-up date for the first phase in 2011. The application has been deemed 
administratively complete. Statements of concern from affected stakeholders are expected by 
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March 20, 2007. In the meantime, Petro-Canada continues to consult with local stakeholders. 
Regulatory approval for construction of the Upgrader is expected in the second half of 2008. 


On December 15, 2006, Petro-Canada, on behalf of the Fort Hills Partnership submitted an 
application to the EUB and AENV requesting that the existing approval be amended to allow the 
location of the waste storage areas and plant location to be changed to enhance the overall 
recovery of oil sands. The EUB subsequently requested additional information before accepting 
the application. This additional material is currently being prepared. 


COST ESTIMATES FOR FORT HILLS PROJECT 


As a result of economic conditions including local labour demand and global equipment and 
material cost inflation, industry-wide capital costs for integrated mine-upgrader projects have 
increased. The Fort Hills Project phases are subject to these cost challenges and the Fort Hills 
Partnership continues to position the Project to minimize these pressures. 


Optimization of the Project, based on achieving economies of scale, would favour an initial 
integrated mine and upgrader phase with a maximum capacity of 170,000 bbls/day of bitumen, 
yielding up to 140,000 bbls/day of SCO. However, due to the business conditions described 
above, it is important to achieve the appropriate balance between economies of scale and 
execution risk. 


Scope, phasing and capital cost estimates will be publicly available from the Fort Hills Partnership 
by mid 2007. The following is provided by UTS as notional guidance only, based on its 
expectations of the results of the current engineering work and internal estimates. 


Phase Notional Capital 
Production Phase Cumulative Intensity 
(bbis/day Production Production per flowing barrel 
Phase bitumen) (bbls/day SCO) (bbls/day SCO) ($) Notes 
1 170,000 140,000 140,000 100,000 1 
2 110,000 100,000 240,000 80,000 De 
3 80,000 60,000 300,000 tbd 2,4,5 


Notes: 


1. Potential staging of Phase 1 is under review and may be executed into two smaller phases of 70,000 bbls/day of 
SCO; for a final total of 140,000 bbls/day of SCO in the first phase. 


2. Phases showing production of bitumen above the approved mine capacity of 190,000 bbls/day assume that the mine 
approval will be amended to allow increased production and/or bitumen will be supplied to the Upgrader from other 
leases. 


3. The reduced level of capital expenditure in Phase 2 is due to pre-investment during the initial phases. 


4. This phase may include the addition of solvent deasphalting and gasification of asphaltenes to produce hydrogen 
and has only been subject to preliminary study. 


5. The ultimate capacity of Phase 3 reflects UTS’ view of debottlenecking potential. 


Following the completion of the DBM in the second quarter of 2007, the Fort Hills Partnership will 
be in a position to update the scope, timing and cost estimates. 


FUNDING OF THE FORT HILLS PARTNERSHIP 


Under the terms of the Partnering Agreements, Petro-Canada is committed to fund $1.55 billion 
of the first $2.5 billion of the Fort Hills Partnership expenditures incurred from March 1, 2005, 
onward; Teck Cominco is committed to fund $850 million of the first $2.5 billion of the Fort Hills 
Partnership expenditures; and UTS is committed to fund $100 million of the first $2.5 billion of the 
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Fort Hills Partnership expenditures. After the first $2.5 billion of spending has been reached, 
further costs and expenses incurred will be funded by the Partners on the basis of their working 
interests. 


The following table summarizes the committed funding and earn-in interests attributable to the 
Partnering Agreements. As indicated in the table, the Fort Hills Partnership's incurred expenditures 
were $66.4 million from March 1, 2005 to December 31, 2005, and a further $300.6 million in 2006, 
for a total spend of $367 million. UTS’ share of the 2006 total incurred costs and the cumulative 
costs incurred to date by the Fort Hills Partnership is $12.0 million and $14.7 million, respectively, or 
4% of the Fort Hills Partnership’s incurred costs. 


Fort Hills Partnership Commitment for First $2.5 Billion 


Partner Interest UTS’ Dedicated 
(C $millions except percentages) After Earn-in Funding Partner 
Percent (Earn-in) Commitment 
Petro-Canada (operator) 55% $300 $1,550 
Teck Cominco 15% 350 850 
UTS Energy Corporation 30% 100 100 


Total: 100% $750 $2,500 


Fort Hills Partnership Spend in 2005 and 2006 


Fort Hills Fort Hills Fort Hills 

(C $millions except Partnership Partnership Partnership 
percentages) Incurred Incurred Incurred 
Earn-in Expenditures Expenditures Expenditures 

Percent In 2005 in 2006 Since Inception 

Petro-Canada (operator) 62% $41.2 $186.4 $227.6 
Teck Cominco 34% DOue) 102.2 124.7 
UTS Energy Corporation 4% 27 12.0 14.7 


Total: 100% $66.4 $300.6 $367.0 


If the Fort Hills Partnership unanimously determines that the Project will not proceed, each of the 
parties is responsible to pay for their committed share of the first $2.5 billion spent. That is Petro- 
Canada must pay its $1.55 billion, Teck Cominco must pay its $850 million and UTS must pay its 
$100 million. If the Project is abandoned, UTS will be entitled to the remaining amount of Petro- 
Canada's earn-in of $300 million and Teck Cominco's earn-in of $350 million unless costs have 
exceeded $2.5 billion. 


UTS expects that the spending for the Fort Hills Project will reach $2.5 billion sometime in the last 
quarter of 2008 and as such, UTS is currently fully funded for the Fort Hills Project activities until 
that time. 


UTS is currently assessing options for meeting its funding requirement beyond the first $2.5 billion; 
these options include a combination of issuing equity securities, borrowings and monetizing some 
of UTS’ other oil sands assets. 


UTS EXPLORATION OPPORTUNITIES 


UTS drilled a total of 39 core holes during the 2006 winter season to evaluate the resource 
potential within Leases held by UTS at that time. This included 28 core holes on Lease 14, six 
core holes on Lease 311, and five core holes on Lease 634. 


UTS has plans to drill up to 201 core holes on its various oil sands leases as noted below during 
the first quarter of 2007. This will enhance our understanding of the development potential of 
Leases 14 and 311 and provide an initial evaluation of resource potential on the oil sands leases 
acquired jointly with Teck Cominco at the recent Crown sales. 
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2006/07 Drilling Program 


Drilled under 


2005/2006 Drilled to March 
Status of Drilling Program Program Planned 12, 2007 Remaining 
Lease 634 5 - - - 
Lease 14 28 96 96 - 
Lease 311 6 33 oi} - 
Lease 840 - 10 10 - 
Leases 468, 470, 477 - 24 24 - 
Lease 837 - 14 8 6 
Leases 514 & 513 - 2 2 - 
Lease 509 - 7 
Lease 511 - t - us 
Leases 422 & 423 - 6 - 6 
Total 39 201 175 26 
LEASE 14 


UTS drilled 28 core holes on Lease 14 during the 2005/2006 drilling season, resulting in a 
minimum coverage of two core holes per section. Based on the positive results from this 
program, an extensive drilling program was planned for the 2006/2007 winter season. 


UTS has drilled a further 96 core holes during the early phase of the 2006/2007 drilling season to 
delineate the resource potential on Lease 14. This increases the core hole density in the more 
promising areas of the Lease to approximately one per LSD, and will significantly narrow the 
range of estimated oil sands resources on this Lease. 


EXPLORATION AREA 2 


A six core hole drilling program was conducted on Lease 311 in March 2006. While insufficient to 
determine mineable volumes, it established the presence of potentially mineable oil sands in this 
area. All of the core holes encountered oil sands, with four containing thicknesses of 25 metres 
to 35 metres of mineable oil sands. Overburden thicknesses ranged from 15 metres to 40 metres 
for those four core holes. This information was utilized by UTS and Teck Cominco to acquire the 
additional Leases adjacent to Lease 311. With the promising results from the 2006 drilling 
program, an additional 33 core hole program was planned for Lease 311 during the 2006/2007 
drilling season. As of March 12, 2007, all of these locations have been drilled and cored, resulting 
in a drilling density of approximately two core holes per section. These will provide a preliminary 
range of resource estimate for Lease 311. 


An additional 36 core holes were planned to be drilled on other Leases within Exploration Area 2 
during the 2007 winter season. As of March 12, 2007 all of these locations have been drilled and 
cored. Results from these programs will be used to plan a more detailed core hole program for 
the 2007/2008 season. 
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EXPLORATION AREA 3 


An additional 30 to 36 core holes are planned to be drilled during the 2007 winter season for 
other Leases within Exploration Area 3. Results from these programs will be used to plan a more 
detailed core hole program for the 2007/2008 season. 


CURRENT OPERATIONS 


UTS is a development stage enterprise whose main activities are the development of its 
extensive oil sands leases, Thus, at this time, UTS does not have any production revenue, and is 
not expected to, until production commences at the Fort Hills Project. The Company's financial 
results are reported in Canadian dollars based on Canadian generally accepted accounting 
principles. 


UTS' net income for the quarter ended December 31, 2006 was $2,460,837 or $0.01 per share, 
compared with a net loss of $2,925,753 or $0.01 per share, for the same period in 2005. The net 
income for the year ended December 31, 2006 was $6,476,155 or $0.02 per share, compared 
with a net loss of $6,577,344 or $0.02 per share for the same period in 2005. Significant items 
included in the determination of the net earnings (losses) and the changes between the 
comparative periods are described below. 


Interest income increased over the prior year as a result of higher rates of return having been 
earned during 2006. In December 2005 the Company began managing its cash investment 
portfolio internally, which has resulted in a relative rate increase when returns on current 
investments are compared with the returns of previous investment holdings as a benchmark. 
General economic conditions and higher interest rates have also resulted in higher rates of return 
this year over last. 


General and administrative expenses ("G&A") pertain to the Company's corporate operating 
expense. During the fourth quarter of 2006, G&A totalled $1,029,132 compared to $3,602,309 for 
the fourth quarter of 2005. G&A for the year ended December 31, 2006, totalled $10,918,456 
compared with $8,123,527 for 2005. Included in G&A costs for the years ended December 31, 
2006 and 2005 are the Company’s share of G&A costs which have been incurred by the Fort Hills 
Partnership and are not considered direct expenses of the Fort Hills Project totalling $206,120 
and $Nil, respectively. As the Fort Hills Partnership increases its staff and its complexity as it 
proceeds further along in the development of the Project, certain costs will be incurred which, 
although required legally or administratively, are not directly related to the development of the 
Project and are therefore expensed. The increase in the Company’s G&A reflected a 
corresponding increase in the overall level of corporate activity and staff compensation. Since 
the introduction of Petro-Canada as operator of the Fort Hills Project in June 2005, the extent to 
which the Company is able to capitalize G&A to the Fort Hills Project has been substantially 
reduced due to the non-operating role of UTS regarding the Fort Hills Project. However, 
increased exploration activities occurring in the latter part of 2006 and continuing into 2007 on the 
exploration lease interests acquired since late 2005 outside of the Fort Hills Project have resulted 
in capitalization of G&A directly related to those activities, which continues into 2007. G&A 
capitalized during the years ended December 31, 2006 and 2005 totalled $4,388,449 and 
$3,391,463, respectively. - 


During the year ended December 31, 2006, the Fort Hills Partnership wrote off the cost .of the 
BITMIN demonstration plant, which had been run as a test of the BITMIN extraction technology in 
late 2005 and early 2006. The Fort Hills Partnership has decided against utilization of the 
technology in the Fort Hills Project and the plant site is being dismantled. UTS’ portion of the 
write-off totals $2,249,880 and is included in amortization expense for the year ended 
December 31, 2006. 
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The reduction in the revised future Canadian corporate income tax rates from 34% to 29% has 
been incorporated into the current year’s future income tax provision and is the primary reason for 
the significant reduction in the Company’s future income tax liability of approximately $12.7 
million. This rate reduction is also the reason for the Company reporting net income for the year 
ended December 31, 2006. The future tax benefits associated with share issue costs and losses 
incurred in the years 2004 and 2005, which are eligible for ten year carryforward, have been 
recognized in the financial statements for the year ended December 31, 2006 as management 
believes it is more likely than not, such losses will be utilized to offset future income streams prior 
to their expiration. 


SELECTED FINANCIAL INFORMATION 


Year ended December 31, 2006 2005 2004 
Total assets $444,926,308 $368,777 ,064 $ 306,502,583 
Total long-term financial liabilities 63,598,430 619,221 1,929,462 
Total revenues 3,771,141 2,041,413 372,996 
Cash dividends declared Nil Nil Nil 
Income (loss) from continuing operations: 

Total (9,547,347) (6,214,027) (2,672,950) 

Basic per share basis (0.02) (0.02) (0.01) 

Diluted per share basis (0.02) (0.02) (0.01) 
Net income (loss): 

Total 6,476,155 (6,577,344) (2,777,996) 

Basic per share basis 0.02 (0.02) (0.01) 

Diluted per share basis 0.02 (0.02) (0.01) 


Two principal factors account for total assets having increased by approximately $138 million 
since December 31, 2004. Firstly, additional funds were received by the Company through the 
exercise of warrants in 2005 which had been issued to shareholders during 2004 financings, the 
net proceeds of which totalled approximately $55 million and through two private placements of 
flow through shares in December 2005 and December 2006, the net proceeds of which totalled 
approximately $7.8 million and $15 million, respectively. Secondly, the Company has acquired 
working interests in certain oil sands leases totalling $70.7 million since December 31, 2005. 


Long term financial liabilities comprises UTS’ share of the asset retirement obligation (“ARO”) 
associated with the Fort Hills Project Leases and the loan payable to Teck Cominco arising from 
Teck Cominco’s funding of UTS’ portion of certain joint oil sands lease acquisitions. Please refer 
to the section of this MD&A entitled “Critical Accounting Estimates” for further information 
regarding the loan payable to Teck Cominco. The ARO, which had increased from $396,660 to 
$1,929,462 during 2004 as a result of UTS acquiring 100% ownership in the Fort Hills Project, 
subsequently decreased in 2005 to $619,221 to reflect UTS’ decreased percentage interest in the 
Fort Hills Project from 100% to 30%. In 2006, the operator of the Fort Hills Project provided a 
revised cost estimate for the eventual site restoration of the Fort Hills Project's current 
disturbances. The cost estimate was revised downward, resulting in a decrease in UTS’ 30% 
portion from $619,221 to $132,300. 


Revenues, comprised solely of interest income earned on funds on deposit, have increased over 
the last three years due to the additional funds injected as a result of the financings completed 
over the last three years and higher rates of return earned on funds held on deposit. 


The increase in net loss from $2.8 million in 2004 to $6.6 million for the year ended December 31, 
2005 arose primarily as a result of increased G&A expenses, which reflected the increase in the 
overall level of corporate activity due to the reactivation of the Fort Hills Project in 2005, relocation 
of UTS’ corporate offices to larger office space and an increased number of staff compared to the 
corresponding period in 2004 during which the development of the Project had been suspended. 
For the year ended December 31, 2006, the Company is showing net income of $6.5 million, 
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primarily due to a reduction of future income tax expense, arising principally as a result of 
reflecting the reduction in future income tax rates. 


Selected quarterly financial information of the Company for the last eight quarters follows: 


Quarter ended Dec 31 Sept 30 June 30 
2006 2006 2006 


Mar 31 
2006 


Dec 31 
2005 


Sept 30 
2005 


Jun 30 
2005 


Mar 31 
2005 


Total revenue $998,500 $946,977 $925,527 


$900,137 


$687,604 


$636,799 


$402,048 


$314,962 


Net earnings 
(loss) from 
continuing 
operations: 


Total 2,460,837 (2,466,412) 8,236,485 (1,754,755) (2,925,753) (2,257,455) (880,503) (513,633) 


Basic per 
share basis 0.006 (0.006) 0.019 (0.004) (0.008) (0.006) (0.002) 


Diluted 
per share 0.006 (0.006) 0.019 (0.004) (0.008) (0.006) (0.002) 
basis 


Net earnings 
(loss): 


Total 2,460,837 (2,466,412) 8,236,485 (1,754,755) (2,925,753) (2,257,455) (880,503) (513,633) 


Basic per 
share basis 0.006 (0.006) 0.019 (0.004) (0.008) (0.006) (0.002) 


Diluted 
per share 0.006 (0.006) 0.019 (0.004) (0.008) (0.006) (0.002) 
basis 


Note: 


1. Reflects interest income. UTS is a development stage enterprise and does not have any production revenue and will 
not, until bitumen production commences at the Fort Hills Project, which is expected to begin in 2011. 


INVESTMENT IN PROPERTY, PLANT AND EQUIPMENT 


Property, plant and equipment (“PP&E”) additions totalled $86,746,197 in 2006 and $10,684,407 
in 2005. Included as additions are non-cash amounts, consisting of a downward adjustment of 
UTS’ share of the asset retirement obligation associated with the Fort Hills Project, totalling 
$486,921 and $832,240 for 2006 and 2005, respectively and capitalization of stock-based 
compensation of $1,928,788 and $478,000 respectively. The PP&E additions for the Fort Hills 
Project in 2006 and 2005 totalled $12,503,780 and $7,448,606, respectively. Capital 
expenditures in 2005 and 2006 for the Fort Hills Project were comprised of bitumen resource 
definition, mine planning, engineering design, upgrading option studies, environmental 
assessments, legal fees, regulatory permitting, site restoration cost and testing of the BITMIN 
demonstration plant. UTS' corporate capital asset expenditures for office equipment totalled 
$42,024 in 2006 and $146,683 in 2005. Costs incurred associated with other lease interests held 
outside the Fort Hills Project totalled $74,200,393 and $3,089,118 in 2006 and 2005, respectively. 
The 2005 additions consisted of the purchase of Lease 634 in September 2005 and the winter 
2005/2006 drilling program which commenced in 2005 and continued into 2006. The 2006 
additions consisted of the acquisition of additional oil sands lease interests totalling $70.7 million 
and drilling/exploration expenditures. The Company continues to actively pursue the 
development of these and other related business opportunities. 


Management's Discussion and Analysis 18 


SUMMARY OF CONTRACTUAL OBLIGATIONS 


The long term obligations comprise long term liabilities of the Company with indeterminate 
settlement dates. 


Payments Due By Period 


under 1 
Contractual Obligations Total year 1—3 years 4-5 years after 5 years 
Long term debt ’ 70,483,000 Nil 70,483,000 Nil Nil 
Operating leases 1,755,000 619,000 1,111,000 25,000 Nil 
Other long term obligations? 750,000 Nil Nil Nil 750,000 
Total contractual obligations 72,988,000 619,000 71,594,000 25,000 750,000 


Notes: 
1. The loan payable to Teck Cominco is non-interest bearing and is shown at its undiscounted amount of $70,483,000. 


2. The Company is responsible for its 30% share of the future site restoration costs of the Fort Hills Project. Such costs 
are recognized for financial statement purposes on a present value basis over the life of the Fort Hills Project. The 
undiscounted amount of $750,000 is included in the table. 


EQUITY FINANCINGS 


On December 1, 2006, the Company completed a private placement of 2,496,000 common 
shares on a “flow-through” basis at a price of $6.25 per share for aggregate gross proceeds of 
$15.6 million and net proceeds of approximately $15 million. The proceeds of this offering are 
being used to fund UTS’ share of the cost of the winter 2006/2007 exploration and drilling 
program on leases held by UTS, including certain leases owned jointly with Teck Cominco. 


December 1, 2006 
Gross proceeds of financing $15,600,000 
Use of proceeds: 
To fund Canadian Exploration Expenses renounced to participants on 
a flow through basis 
Estimated $15,600,000 
Actual incurred to date $15,600,000 


The $8,200,005 raised during the previous years private placement which closed on 
December 8, 2005, was fully expended on qualifying exploration activities renounced to the 
participating investors of that offering. 

OUTSTANDING SHARE DATA 


The following shares were outstanding at March 12, 2007: 


Number of Shares Consideration 


Outstanding, December 31, 2006 427,307,073 $324 366,522 
Issued on exercise of incentive stock options"? 140,000 104,500 
Transfer from contributed surplus on exercise of incentive 79,700 
stock options 

Outstanding March 12, 2007 427,447,073 $324 ,550,722 
Note: 


1. 96% of the options exercised during the year were exercised and retained by management. 


Management’s Discussion and Analysis 19 


The following equity awards, entitling the holders to acquire common shares of the Company, 
were outstanding at March 12, 2007: 


Weighted 
Range of Average Number Number 
Exercise Price Exercise Price Outstanding _ Exercisable 
Incentive Stock Options ‘ $0.30-6.53 $2.88 13,770,677 4,991,224 
Share Appreciation Rights : $0.30-7.42 $2.15 11635317 951,600 


Deferred Share Units n/a n/a 214,865 - 


Notes: 


1. The shareholders of the Company approved, at the Annual and Special Meeting of shareholders held May 26, 2005, 
an amendment to the Company's Incentive Stock Option Plan (“Option Plan”) to increase the maximum number of 
common shares which may be issued pursuant to the Option Plan from 12.5 million to 20 million common shares. 


2. The shareholders of the Company approved, at the Annual and Special Meeting of shareholders held May 26, 2005, 
an amendment to the Company's Share Appreciation Rights Plan (the “SAR Plan”) to increase the maximum number 
of common shares which may be issued pursuant to the SAR Plan from 2.5 million to 3 million common shares. 


3. The shareholders of the Company approved, at the Annual and Special Meeting of shareholders held May 25, 2006, a 
Deferred Share Unit Plan (“DSU Plan”) under which the Company may grant deferred share units (“DSUs”) to non- 
executive directors and selected employees. The maximum number of deferred share units available for issuance 
under the Deferred Share Unit Plan is 500,000 DSUs. 


Effective May 25, 2006, the Company has a Deferred Share Unit Plan (“DSU Plan”) under which 
it may grant deferred share units (“DSUs”) to non-executive directors and selected employees. 
The maximum number of deferred share units available for issuance under the DSU Plan is 
500,000 DSUs. Under the DSU Plan, non-executive directors can elect to receive a portion of 
their retainer fees in DSUs and selected employees can elect to receive up to 100% of their 
annual performance bonus in DSUs. Such elections must be made in advance of the 
determination of bonuses in the case of selected employees, and prior to the year in which the 
non-executive directors’ retainers will be earned in accordance with plan provisions. The DSU 
Plan also provides the Governance, Compensation and Nominating Committee the authority to 
make discretionary grants of DSUs to non-executive directors as an additional component of their 
compensation and to selected employees as part of their annual remuneration. Once a 
non-executive director or selected employee ceases employment, by way of termination, 
resignation, retirement, disability or death, the Company can, in its sole discretion, either settle 
the obligation in cash equal to the number of DSUs held by the person multiplied by the previous 
five day weighted average trading price of the Company’s common shares, or in common shares 
on a one for one basis for each DSU held by the person. The maximum number of common 
shares available for issuance under the DSU Plan is 500,000 common shares. The DSUs issued 
pursuant to the DSU Plan, together with all of the Company’s other previously established 
security based compensation arrangements, may not result at any time in the aggregate number 
of common shares reserved for issuance from the Company’s treasury to insiders exceeding 10% 
of the outstanding issue or the issuance to insiders from the Company’s treasury, within a one 
year period, of an aggregate number of common shares exceeding 10% of the outstanding issue. 
The DSU Plan is an unfunded plan and any obligations of the Company under the DSU Plan are 
unsecured. F 
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UTS AS PART OF COMPOSITE INDEX 


At December 31, 2006 UTS had a weighting in the index of 0.138 percent and a relative ranking 
of 124 out of 277 versus a weighting of 0.155 percent and a relative ranking of 105 out of 278 on 
December 31, 2005 (prior to the inclusion of eligible trusts to the index). Currently UTS has a 
weighting of 0.119 percent and a relative ranking of 140 out of 272 as at March 12, 2007. 


Date March 12,2007 December 31 2006 December 31 2005 
Composite Index: 

UTS’ Weighting (%) 0.119 0.138 0.155 
UTS’ Relative Ranking 140 124 105 
Number of Constituents in Index 272 PET 278 


CRITICAL ACCOUNTING ESTIMATES 
INCOME TAXES 


The Company utilizes the asset and liability method of accounting for income taxes. Under this 
method, future tax assets and liabilities are recognized for future tax consequences attributable to 
differences between the financial statement carrying value and tax basis of assets and liabilities. 
Future tax assets and liabilities are measured using enacted tax rates expected to apply to 
taxable income in the years in which those temporary differences are expected to be recovered or 
settled. The effect on future tax assets and liabilities of a change in tax rates is recognized in 
income in the period that includes the enactment date. A valuation allowance is recorded against 
any future income tax asset if it is more likely than not that the asset will not be realized. 


ASSET RETIREMENT OBLIGATION 


The Company has adopted the Canadian accounting standard relating to asset retirement 
obligations in respect of the oil sands Leases comprising the Project. The cost estimate for the 
eventual site restoration of the Fort Hills Project's current disturbances has been revised 
downward to $2.5 million. The Company has recorded its 30% share of the estimated asset 
retirement obligation pertaining to the eventual reclamation of the disturbance to the Fort Hills 
Project Leases. Using an estimated life of the Project of 40 years, an inflation factor of 2.5% and 
a risk-free interest rate discount factor of 7%, the estimated present value of the Company's 
share of site restoration costs follows: 


Balance, December 31, 2005 $619,221 
Accretion during the year 23,400 
Adjustment due to cost estimate revision (510,321) 


Balance, December 31, 2006 $132,300 
LOAN PAYABLE 


During the third and fourth quarters of 2006, UTS and Teck Cominco were the successful bidders 
on several oil sands leases with an aggregate cash purchase price of approximately $141 million, 
in which UTS holds a 50% interest. UTS and Teck Cominco agreed that Teck Cominco would 
carry 100% of the land acquisition costs at this time. The Company has an unsecured, non- 
interest bearing loan payable to Teck Cominco for its 50% interest in the Leases in the amount of 
$70.5 million, which will be reimbursed once Teck Cominco chooses to exercise its option to 
participate on Lease 14. If Teck Cominco chooses to exercise its option and acquire up to 50% 
of Lease 14 at fair market value, then the land acquisition costs will be set off against that 
purchase price. Alternately, if Teck Cominco chooses not to exercise its right to enter into Lease 
14, then UTS shall pay Teck Cominco the funds previously forwarded for the 2006 land 
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acquisitions no later than 180 days from the date of such election. Teck Cominco may not elect 
to exercise its option until UTS has fully delineated Lease 14. The option expires one year after 
Teck Cominco receives notice that Lease 14 has been fully delineated. The loan has been 
discounted utilizing an annual interest rate of 6%, assuming repayment at the end of September 
2008. 


FINANCIAL INSTRUMENTS 


The carrying values of the Company's financial instruments, including cash and short-term 
deposits, accounts receivable, accounts payable and accrued liabilities approximate their fair 
values because of their short-term nature. The loan payable is carried at its estimated fair value 
as described above in the “Critical Accounting Estimates” section of this MD&A. 


NEW ACCOUNTING PRONOUNCEMENTS 


A number of new accounting pronouncements related to financial instruments are effective for the 
Company on January 1, 2007. 


Section 3855, “Financial Instruments-Recognition and Measurement’, provides guidance on 
when a financial instrument must be recognized on the balance sheet and how it must be 
measured. Initial adoption of this section requires that the Company (i) measure financial assets 
classified as loans and receivables intended to be held to maturity at their amortized cost; 
(ii) measure financial assets and liabilities classified as held for trading at fair value with 
recognition of related gains and losses on measurement included in net income; (iii) measure 
financial assets classified as available for sale at fair value with recognition of related gains and 
losses on measurement included in “other comprehensive income’, an account discussed in the 
following brief description of Section 1530, and (iv) recognize all derivative financial instruments 
at fair value with the gains or losses on those instruments designated as hedges recognized in 
other comprehensive income, except for ineffective hedges which will be recognized in net 
income. 


Section 1530, “Comprehensive Income” requires an entity to recognize certain unrealized gains 
and losses in an “other comprehensive income” account, included in shareholders’ equity, until 
such gains and losses are realized and included in net income. This standard requires the 
introduction of a statement of comprehensive income. 


UTS has no hedging instruments, derivative financial instruments, nor does it currently intend to 
designate any financial assets as available for sale; therefore, the Company expects no 
adjustments to be recognized through other comprehensive income in 2007. 


CONTROL CERTIFICATION 
DISCLOSURE CONTROLS AND PROCEDURES 


Disclosure controls and procedures have been designed to ensure that information required to be 
disclosed by the Company is accumulated and communicated to management as appropriate to 
allow for timely decisions regarding required disclosures. The Chief Executive Officer (“CEO”) 
and Chief Financial Officer (“CFO”) have concluded, based on their evaluation as of the date of 
this MD8&A, that despite certain weaknesses, disclosure controls and procedures are effective in 
providing reasonable assurance that material information is made known to them by others within 
the Company. A control system can provide only reasonable, not absolute, assurance that its 
objectives are met and is not expected to prevent or detect all errors or fraud. 
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INTERNAL CONTROL OVER FINANCIAL REPORTING 


The CEO and CFO are responsible for the design of internal control procedures over financial 
reporting to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with Canadian generally 
accepted accounting principles (“GAAP”). Internal controls are not expected to prevent or detect 
all misstatements due to error or fraud. As is indicative of small companies in general, there are 
certain weaknesses in the company’s internal controls due primarily to its inability to perform an 
effective segregation of duties and the lack of existence of in-house expertise in complex 
accounting and taxation areas due to a small staff contingent. These have been identified as 
areas in which weaknesses are compensated for via managerial monitoring of processes and via 
consultation with external experts to assist management as required. The Company currently 
engages in such practices. Identified weaknesses could result in a more than remote likelihood 
that a material misstatement would not be prevented or detected by the internal controls over 
financial reporting. Management and the Board of Directors attempt to mitigate the risk of a 
material misstatement in financial reporting; however, there can be no assurance that this risk 
can be reduced to a remote likelihood of a material misstatement. There have been no changes 
in the Company’s internal controls over financial reporting during fiscal 2006 that has or is likely to 
materially affect the Company’s internal controls over financial reporting. 


LIQUIDITY AND FINANCIAL RESOURCES 


At December 31, 2006, cash on hand amounted to $99.1 million. The Company currently has 
approximately $88 million in cash and, based on the current Project spend rate, is funded to the 
fourth quarter of 2008. Future exploration activities on leases held outside of the Fort Hills 
Project will require additional funding by either equity offerings or funds provided by future asset 
transactions. 


On December 1, 2006, the Company completed a private placement of 2,496,000 common 
shares on a “flow-through” basis at a price of $6.25 per share for aggregate gross proceeds of 
$15.6 million and net proceeds of approximately $15 million. The proceeds of this offering are 
being used to fund the winter 2006/2007 exploration drilling program on leases held outside of the 
Fort Hills Project. 


A Canadian chartered bank has extended to the Company a demand credit facility of up to 
$5,000,000. The credit facility was not used during the year ended December 31, 2006. 


The development of the Fort Hills Project and UTS’ lease holdings outside of the Fort Hills Project 
beyond 2008 will require the Company to continue to fund its working capital requirements, 
including capital and operating costs of the Fort Hills Project, through new sources. The 
significant sources of additional funds potentially available to the Company are borrowings in the 
banking/bond market, sale of other oil sands leases and possibly raising equity capital, if 
required. 


OUTLOOK 


The Company currently has approximately $88 million in cash and short-term deposits, sufficient 
financial resources to fund its working capital requirements for its share of development costs of 
the Project, based on the current project spend rate to the fourth quarter of 2008. 


FORT HILLS PROJECT NEAR TERM MILESTONES ARE: 


Concept selection Q1/Q2 2007 

Long lead items Q2 2007 

Preliminary drilling of Leases 437 & 438 in Q1 2007, with results Q4 2007 
Revised Capex & Opex in mid 2007 
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e Project sanction in the second half of 2008 
e UTS Project financing between Q3 2007 and Q3 2008 
e First SCO production Q3 2011 


UTS’ DELINEATION / EXPLORATION MILESTONES ARE: 


Lease 14: 
e Environmental baseline study 
e = In-fill drilling Q1 2007 
e Feasibility Study and Development Plan Q3/Q4 2007 
e Independent resource estimate Q4 2007 


Exploration Area 2 (West side of the Athabasca River): 


e Lease 311 and recently purchased surrounding Leases to be drilled Q1 2007 
e Lease 311 drilling results Q4 2007 
e Other new leases preliminary drilling results Q4 2007 


Exploration Area 3 (East side of the Athabasca River): 
e Preliminary drilling results Q4 2007 
ALBERTA BUSINESS ENVIRONMENT AND RISK FACTORS 
ALBERTA BUSINESS ENVIRONMENT 


In its recent quarterly forecast, the Conference Board of Canada expects the Canadian economy to 
post a gain of 2.7% during 2007 and 3.3% during 2008. Economic growth in the Province of Alberta 
is expected to continue as one of the stronger regional economies. 


Alberta’s economy posted a 6.3% gain during 2006, reflecting strong oil prices and continuing 
investment in the development of Alberta’s oil sands. The Conference Board expects this growth to 
fall to 4.7% during 2007, in part as a result of lower oil prices. The Conference Board also notes 
that oil industry profits could decline by 30% in 2007 compared to 2006. 


The current pace of development of the oil sands is creating numerous economic and social 
stresses throughout Alberta and across Canada, prompting calls for more managed development. 
So far, the Alberta government's response has been to allow market forces to prevail, arguing that if 
development costs get out of line, the pace will naturally decline. At the same time, it is focusing 
attention on the infrastructure issues in the Fort McMurray area and has initiated a multistakeholder 
process to develop a provincial vision to guide the further development of the oil sands. 


The key factors driving investment into Alberta’s oil and gas development, including oil sands, are 
the prices for oil and natural gas. While oil prices have recently declined, they remain strong in 
relation to historical levels. The impact of these lower oil prices on the current pace of oil sands 
development are likely to be less than on conventional oil drilling, given the longer lead times 
associated with oil sands development. 


The current pace of oil sands development, when combined with rapid expansion in the global 
economy, has resulted in an escalation of capital costs of new oil sands projects. These increases 
reflect higher international commodity prices, a shortage of engineering and skilled construction 
labour resources, and fabrication shop capacity in Alberta. Industry and governments are 
addressing these challenges with a number of initiatives. 
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On March 8, 2007, the Province of Alberta announced its intentions to introduce legislation to 
reduce greenhouse gas (GHG) emission intensity from large industry. The proposed legislation, 
Bill3 — Climate Change and Emissions Management Amendment Act and the accompanying 
Specified Gas Emitters Regulation, applies to companies that emit more than 100,000 tonnes of 
greenhouse gases annually (this equates to a 5,000 bbls/day oil sands facility). The Act states that 
qualifying companies must reduce their emissions intensity by 12% starting July 1, 2007. 


For new and upcoming projects, the regulations will be phased in and not start until the fourth year 
of production for these projects, once an emissions baseline is determined. Year three of 
production will become the baseline and the 12% reduction target will be phased in at 2% per year. 


In the event that a company is not able to meet the targets set forth in the Act, companies have two 
alternatives: 


e Pay $15 per tonne for every tonne of GHG emissions above the 12% target 
e Invest in Alberta-based projects that reduce or offset emissions on their behalf 


The oil and gas industry has already made significant progress in reducing GHG emissions, notably 
through large reductions in solution gas flaring and venting (annual CO, equivalent emissions in 
Alberta in 2005 from flaring and venting were over 7 million tonnes of CO, equivalent lower than in 
2000), COz storage in enhanced oil recovery projects (approximately 2 million tonnes CO, per 
year), and on-going energy efficiency improvements. 


RISK FACTORS — FORT HILLS PROJECT 


UTS’ current value is based to a large extent, on the potential successful development and 
operation of the Fort Hills Project. Any events that negatively impact the development schedule or 
project economics need to be considered risk factors. These include oil prices, further escalation in 
development costs, possible changes to the fiscal regime, possible changes to environmental 
regulations or delays in receiving regulatory approvals. 


The Government of Alberta is undertaking an arms-length review of its oil and gas royalty regime, 
including oil sands, with a view to ensuring that the Alberta government receives an equitable share 
of resource revenues, and reflecting its ownership of resources on behalf of all citizens in the 
province. There is considerable risk that some of the royalty incentives introduced in 1995 to 
stimulate oil sands investment will be scaled back. Changes made in the provincial royalty regime 
may also be reflected in changes to the federal income tax system. 


Recent public opinion polls are indicating that environmental protection, including climate change, 
has moved to the top of Canadian’s list of concerns for government action. Current expectations 
are that the next federal election will be won by the political party that can secure the environmental 
high ground. The current Conservative minority government is responding to these pressures with 
new initiatives to address environmental concerns, including urban smog, while cautioning that it will 
not compromise strong economic growth for the sake of an unrealistic attempt to meet the 
greenhouse emission goals associated with the Kyoto Accord. 


The Alberta government is moving toward establishing green house gas emission intensity targets 
for major industrial sectors, including the oil sands. The potential impact of these targets can not be 
assessed until the specifics are known. The use of intensity targets also appears to be the 
preferred path for the federal government. 


Alberta government policy is also moving toward establishing limits on water withdrawals from the 


Athabasca River, particularly during low flow periods, and reducing atmospheric emissions from oil 
sands operations. 
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While these initiatives may impact the cost of oil sands development, the government continues to 
stress that it recognizes the importance for continued development of this world class resource. 


The rapid pace of oil sands development is also impacting the capacity of the provincial government 
regulators to assess and approve development applications. The regulators are pursuing a number 
of options in an attempt to improve their response times. Current approval times have been built 
into the Fort Hills Project's development schedule, but any delay in the time to receive regulatory 
approvals, either for the Upgrader, or for the amendments to the currently approved Fort Hills 
Project mine, could delay project sanction and the start of construction. PCOSI, as the Fort Hills 
Project operator, is monitoring this situation closely. 


The risks to obtaining approval of the Upgrader are not considered to be major risks. The most 
significant of those risks are expected from the impact of emissions on the local air shed in view 
of the number of proposed developments, and the potential objections of landowners, both 
agricultural and others. The former is being addressed by obtaining membership into the Fort Air 
Partnership to allow co-ordination with other emitters and to understand cumulative impacts. The 
latter will require sympathetic management of stakeholder concerns. It is also recognized that 
long term storage of coke on site would be undesirable to stakeholders and the Partnership will 
therefore work to secure a coke disposition solution that eliminates this risk. Given the decision 
to locate the upgrading facility at Sturgeon County, the Fort Hills Partnership will have to consider 
the method of transporting the bitumen from the Fort Hills Project Leases to the upgrading 
facility. Currently, the Fort Hills Partnership is considering a variety of solutions and does not 
consider that this will be a major barrier to the progress of the Project. 


Any delays in the development of the Project, whether a result of delay in receiving regulatory 
approval, engineering design changes, project sanction or construction by the Fort Hills Partnership 
could increase the costs for development of the Fort Hills Project and may require additional 
financing. 


As contained in the section “Oil Sands Lease Holdings”, retention of Fort Hills Project Leases T05 
and 152 are subject to certain conditions including achieving significant production of bitumen 
during 2011. The current plan of development is aligned with these conditions, and current 
expectations are that they will be met. 


Capital requirements are subject to capital market risks, primarily the availability and cost of capital. 
There can be no assurance that sufficient capital, in excess of the capital committed by Petro- 
Canada and Teck Cominco to fund UTS' share of capital costs, will be available to UTS on 
acceptable terms. UTS' failure to provide funding would result in a corresponding reduction in its 
ownership interest. In the event of non-payment by UTS of its share of costs and expenses for the 
Project, the non-defaulting partners will each have the option, after a cure period, to (i) purchase all 
or part of the defaulting partners interest for 80% of the total costs paid and accruable to the date of 
default, or (ii) after 80% of the total costs of the initial phase of development of the Project have 
been incurred, the purchase of all or part of the defaulting partners interest in the Project may be 
reduced based upon an established formula. 


RISK FACTORS — UTS EXPLORATION AREAS 


The Leases acquired jointly between UTS and Teck Cominco are located north of what has been 
considered to be the known mineable resources within the Athabasca oil sands area. 
Consequently, as a result of the limited well control in this area, the exploration risks associated with 
these jointly owned Leases are higher than those historically associated with oil sands 
opportunities, and the value of these Leases will be dependent on discovering oil sands deposits 
with commercial potential. However, the initial drilling results are promising in this regard. Given 
the fact that UTS has not completed its drilling and analysis of core holes in respect of its 
exploration Leases, any resource estimates may vary from actual in place resources and any such 
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variation may be material. This risk is mitigated as additional core holes are drilled and analyzed 
and the resource estimates are refined. 


Under terms of the joint bidding agreement with Teck Cominco, UTS is committed to repay its share 
of the costs associated with acquiring the joint Leases in Exploration Areas 2 and 3 from the 
proceeds it will receive from Teck Cominco (less $2.5 million), if the latter chooses to exercise its 
option to acquire up to 50% interest in Lease 14. In the event that Teck Cominco elects not to 
exercise its option in this regard, UTS will be liable to repay its share of the purchase price of the 
Leases within 180 days. 
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AUDITORS' REPORT TO THE SHAREHOLDERS 


We have audited the consolidated balance sheets of UTS Energy Corporation as at December 31, 2006 
and 2005 and the consolidated statements of operations and deficit and cash flows for the years then 
ended. These financial statements are the responsibility of the Corporation's management. Our 
responsibility is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Corporation as at December 31, 2006 and 2005 and the results of its operations and its 


cash flows for the years then ended in accordance with Canadian generally accepted accounting 
principles. 


KPMG iP 


Chartered Accountants 


Calgary, Canada 
March 12, 2007 
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UTS ENERGY CORPORATION 


CONSOLIDATED BALANCE SHEETS 


As at December 31, 
ASSETS 


Current Assets 
Cash and short-term deposits 


Property, Plant and Equipment (note 2) 


Current Liabilities 


Loan Payable (note 3) 


Future Income Taxes (note 4) 


Asset Retirement Obligation (note 5) 


Shareholders’ Equity 
Share capital (note 6) 
Contributed surplus (note 6) 
Deficit 


Commitments (note 10) 
Contingencies (note 11) 


2006 2005 
$ 99,097,318 $104,522 025 
Accounts receivable and accrued receivables 4,110,791 6,883,005 
103,208,109 111,405,030 
341,718,199 257,372,034 
$444,926,308 $368,777 ,064 

LIABILITIES AND SHAREHOLDERS' EQUITY 

Accounts payable and accrued liabilities $ 7,553,454 $ 6,589,936 
63,466,130 2 
52,841,541 65,593,000 
132,300 619,221 
123,993,425 72,802,157 
324,366,522 311:512,730 
8,094,475 2,466,446 
(11,528,114) (18,004,269) 
320,932,883 295,974,907 
$444,926,308 $368, 777,064 


see accompanying notes to consolidated financial statements 


On behalf of the Board: 


(signed) “Bruce C. Galloway” 
Director 
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(signed) “Douglas D. Baldwin” 
Director 
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UTS ENERGY CORPORATION 


CONSOLIDATED STATEMENTS OF OPERATIONS AND DEFICIT 


Year ended December 31, 2006 2005 
Income 
Interest $ 3,771,141 $ 2,041,413 
Expenses 
General and administrative 10,918,456 8,123,527 
Amortization (note 2) 2,400,032 131,913 
13,318,488 8,255,440 
(Loss) before income taxes (9,547,347) (6,214,027) 
Income taxes (note 4) 
Current 6,270 363,317 
Future (reduction) (16,029,772) - 
(16,023,502) SOoronw 
Net income (loss) 6,476,155 (6,577,344) 
Deficit, beginning of year (18,004,269) (11,426,925) 
Deficit, end of year $(11,528,114) $ (18,004,269) 
Net income (loss) per share — basic and diluted $0.02 $(0.02) 
Weighted average common shares outstanding - basic 424,911,600 387,808,518 
- diluted 431,544,729 387,808,518 


see accompanying notes to consolidated financial statements. 
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UTS ENERGY CORPORATION 


CONSOLIDATED STATEMENTS OF CASH FLOW 


Year ended December 31, 


2006 


2005 


Cash Provided by (Used in): 
Operations 
Net income (loss) 
Items not involving cash: 
Future income tax reduction 


$ 6,476,155 


(16,029,772) 


$ (6,577,344) 


Stock-based compensation expense 3,929,228 1,253,895 
Amortization 2,400,032 131,913 
(3,224,357) (5,191,536) 
Change in non-cash working capital (456,314) © 853,697 
(3,680,671) ___ (4,337,839) 

Investing 
Net additions to property, plant and equipment (21,048,298) (11,516,647) 
Change in non-cash working capital 4,273,535 (2,678,193) 
(16,774,763) (14,194,840) 

Financing 
Issue of common shares 15,030,727 64,315,651 
(Decrease) increase in cash and short-term deposits (5,424,707) 45,782,972 
Cash and short-term deposits, beginning of year 104,522,025 58,739,053 
Cash and short-term deposits, end of year $99,097,318 $104 ,522,025 
Income taxes paid $ 6,270 $ 940,098 

see accompanying notes to consolidated financial statements. 
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UTS ENERGY CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Years Ended December 31, 2006 and 2005 


UTS Energy Corporation (the “Company” or “UTS”) is a development stage enterprise whose primary 
activity is the development of its interests in the Fort Hills Oil Sands Project (“Fort Hills Project” or the 
“Project”), which commenced development in May 1998. UTS does not have any production revenue and 
will not until bitumen production begins at the Fort Hills Project. The purpose of the Fort Hills Project is to 
develop, mine, extract and sell the recoverable clean bitumen from certain oil sands deposits underlying 
approximately 46,698 acres of the contiguous oil sands Leases T05, 008 and T52 (the “Fort Hills Project 
Leases”) in Alberta's Athabasca oil sands region approximately 90 kilometres north of Fort McMurray. 
Government regulators have granted the major permits and approvals required to proceed with 
construction and development of facilities for the production of up to 235,000 barrels per day or 190,000 
barrels per day annualized of clean bitumen from these Leases. These permits and approvals will require 
amendment to reflect the Company’s proposed plan of development that is a modification to that 
contemplated and authorized by the existing regulatory approvals, and additional permits and approvals 
will be required to proceed with development including the upgrading of bitumen to synthetic crude oil. 
During the year ended December 31, 2006, the Fort Hills Partnership acquired Leases 437 and 438, 
comprising 13,120 acres, located northeast of the Fort Hills Project. 


Beyond the Fort Hills Project, UTS is expanding the scope of its opportunities through a land acquisition 
program, exploration, and continued evaluation of the development potential of its other oil sands 
leases. In addition to its 30% interest in the Fort Hills Project, UTS also owns oil sands Lease 14 
comprising 7,147 acres, located on the west side of the Athabasca River north of the Fort Hills Project, 
Lease 634 comprising 1,280 acres, located north of the Fort Hills Project and a 50% working interest in 
Lease 311 comprising 11,520 acres, located slightly east of the Fort Hills Project. These three Lease 
interests were acquired in 2005. During the year ended December 31, 2006, UTS acquired interests in 
fifteen additional Leases encompassing an area totalling 221,440 acres, fourteen of which were acquired 
jointly with Teck Cominco Ltd. on a 50/50 working interest basis, and one which was acquired solely by 
UTS. 


1. Significant Accounting Policies 
a) Principles of consolidation 


These financial statements include the accounts of the Company and its 30% interest in the Fort 
Hills Energy Limited Partnership (the “Fort Hills Partnership”). 


b) Property, Plant, and Equipment 


The Company has adopted the Canadian Accounting Standard for Enterprises in the 
Development Stage. All direct costs relating to the development of the Fort Hills Project to date, 
including capital expenditure and pre-operating costs are capitalized, including the cost of the 
acquisition of leases, exploration and development, interest and administrative costs that are 
directly related to development activities. When production begins, these capitalized costs will be 
amortized following the unit-of-production method based on proved reserves. 


The carrying values of property, plant and equipment are not intended to reflect their future value. 
In particular, the future value of the property, plant and equipment of the Project depends on the 
start-up of commercial production, the ability of the Company to obtain financing and the future 
profitability of the Project. Accordingly, property, plant and equipment are assessed in each 
reporting period to determine if there are events or circumstances that would indicate it is unlikely 
such costs will be recovered in the future. If there are costs that are considered unlikely to be 
recovered, they are charged to earnings. 
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Amortization of property, plant and equipment of the Project will be provided following the unit-of- 
production method based on proved reserves when production begins. Office equipment and 
leaseholds are depreciated on a straight-line basis over the estimated service lives of the assets. 


c) Asset Retirement Obligation 


The Company accounts for its obligations associated with the retirement of long-lived assets and 
the related asset retirement costs. The standard applies to legal obligations associated with the 
retirement of long-lived assets that result from the acquisition, construction and development and 
use of the asset. The standard requires that the fair value of a liability for an asset retirement 
obligation be recognized in the period in which it is incurred if a reasonable estimate of fair value 
can be made. The fair value is added to the carrying value of the associated asset. The liability 
is accreted at the end of each period through charges to the carrying value of the associated 
asset if in a pre-operating stage, or operating expenses after the property has been developed 
and put into production. 


d) Income Taxes 


The Company utilizes the asset and liability method of accounting for income taxes. Under this 
method, future tax assets and liabilities are recognized for future tax consequences attributable to 
differences between the financial statement carrying value and tax basis of assets and liabilities. 


Future tax assets and liabilities are measured using enacted tax rates expected to apply to 
taxable income in the years in which those temporary differences are expected to be recovered or 
settled. The effect on future tax assets and liabilities of a change in tax rates is recognized in 
income in the period that includes the enactment date. A valuation allowance is recorded against 
any future income tax asset if it is more likely than not that the asset will not be realized. 


e) Stock-based compensation 


The Company accounts for stock options, share appreciation rights, and deferred share units 
granted subsequent to January 1, 2002 utilizing the fair value method to calculate a fair value of 
the stock award granted and recording that fair value as compensation expense over the vesting 
period of the award with a corresponding increase in contributed surplus. Upon the exercise of 
these stock options, share appreciation rights and deferred share units, the consideration 
received by the Company and the contributed surplus associated with the award are credited to 
common shares. 


f) Per share amounts 


The Company reports per share amounts using the treasury stock method to determine the 
dilutive effect of stock options and other dilutive instruments. Under the treasury stock method, 
dilutive instruments create an impact on the dilution calculation where the current value of the 
dilutive instrument exceeds its exercise price. 


g) Use of Estimates 


The preparation of financial statements, in conformity with generally accepted accounting 
principles, requires management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of 
the financial statements and the reported amounts of revenues and expenses during the year. 
Actual results could differ from these estimates. 
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2: 


3. 


4. 


h) Comparative Figures 
Certain comparative figures have been reclassified to conform to the current year’s presentation. 


Property, Plant and Equipment 


December 31, 2006 2005 
Fort Hills Project $264,189,485 $253,935,585 
Other leases and development costs 77,289,512 3,089,118 
Office equipment and leaseholds 662,803 620,780 

342,141,800 257,645,483 
Less: Accumulated amortization 423,601 273,449 
Net book value $341,718,199 $257 372,034 


During the year ended December 31, 2006, the BITMIN demonstration plant was determined to be 
impaired. It was determined that this extraction technology would not be used by the Fort Hills 
Project. The Company’s share of the impairment was $2,249,880, which has been charged as 
additional amortization expense. 


Loan Payable 


During the third and fourth quarters of 2006, UTS and Teck Cominco Limited (“Teck Cominco”) were 
the successful bidders on several oil sands leases with an aggregate cash purchase price of 
approximately $141 million, in which UTS holds a 50% interest. UTS and Teck Cominco agreed that 
Teck Cominco would carry 100% of the land acquisition costs at this time. The Company has an 
unsecured, non-interest bearing loan payable to Teck Cominco for its 50% interest in the leases in 
the amount of $70.5 million, which will be reimbursed after Teck Cominco chooses to exercise its 
option to participate on Lease 14. If Teck Cominco chooses to exercise its option and acquire 50% of 
Lease 14 at fair market value, then the land acquisition costs will be set off against that purchase 
price. Alternately, if Teck Cominco chooses not to exercise its right to enter into Lease 14, then UTS 
shall pay Teck Cominco the funds previously forwarded for the 2006 land acquisitions no later than 
180 days from the date of such election. Teck Cominco may not elect to exercise its option until UTS 
has fully delineated Lease 14. The option expires one year after Teck Cominco receives notice that 
Lease 14 has been fully delineated. The loan has been discounted utilizing an annual interest rate of 
6%, assuming repayment at the end of September 2008. 


Balance, December 31, 2005 $ - 
Discounted loan advances 62,565,501 
Accretion 900,629 
Balance, December 31, 2006 $ 63,466,130 


Income Taxes 


(a) The provision for income tax expense differs from that which would be expected by applying the 
combined statutory rates. A reconciliation of the difference is as follows: 
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Year ended December 31, 
Basic rate 


Computed income tax (recovery) at basic rate 


Increase (decrease) resulting from: 
Non-deductible charges 
Resource allowance 


(Decrease) increase in valuation allowance 
Adjustment to reflect change in tax rate and other 


Large corporations’ tax 


2006 2005 

34% 34% 
$(3,293,835) $(2,089, 156) 
1,371,756 519,346 
274,195 363,876 
(7,251,120) 1,080,000 
(7,130,768) 125,934 
6,270 363,317 
$(16,023,502) $ 3635317 


Future tax benefits associated with share issue costs and losses incurred in 2004 and 2005, 
which are eligible for ten year carry-forward, have been recognized in the current year, as 
management believe it is more likely than not that such losses will be utilized in the future prior to 


their expiration. 


(b) The tax effects of temporary differences that give rise to significant portions of the future tax 


assets and liabilities are as follows: 


December 31, 2006 
Future tax assets: 
Net operating loss carryforwards $ 7,659,933 $ 
Share issue costs and other 1,814,510 
Total gross future tax assets 9,474,443 
Less valuation allowance 1,930,880 
Net future tax assets 7,543,563 
Future tax liabilities: 
Oil sands lease investments 60,385,104 
Total gross future tax liabilities 60,385,104 
Net future tax liability $ 52,841,541 $ 
(c) The Company’s non-capital losses will expire in the following years: 
2007 $ 
2008 
2009 
2010 
2014 
2015 
2026 
$ 


2005 


6,207,000 
2,975,000 
9,182,000 
9,182,000 


65,593,000 
65,593,000 
65,593,000 


1,163,450 
1,231,087 
2,512,649 
1,751,020 
4,238,889 
9,795,802 
5,720,664 
26,413,561 


5. Asset Retirement Obligation 


The Operator of the Fort Hills Project, Petro-Canada Oil Sands Inc. (a subsidiary of Petro-Canada), 
has provided a revised cost estimate for the eventual site restoration of the Fort Hills Project's current 
disturbances. The cost estimate has been revised downward to $2.5 million. Using assumptions that 
estimate the life of the Project to be 40 years, an inflation factor of 2.5% and a risk-free interest rate 
discount factor of 7%, the fair value of the Company’s 30% share of the site restoration costs has 


been estimated as follows: 
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Balance, December 30, 2004 
Accretion during the year 
Reduced interest in Fort Hills 
Balance, December 31, 2005 
Accretion during the year 
_ Adjustment due to cost estimate revision 
Balance, December 31, 2006 


6. Share Capital 


a) 


Authorized: 


Unlimited number of common shares without nominal or par value. 


Issued: 


Changes in capital stock are as follows: 


Issued, December 31, 2004 

Issued on exercise of warrants — see (i) and (ii) 

Value attributed to acquisition warrants exercised 

Issue of flow-through shares, net of issue costs — see(ili ) 

Issued on exercise of share purchase options 

Issued on exercise of share appreciation rights 

Transfer from contributed surplus on exercise of share 
purchase options and share appreciation rights _ 

Issued, December 31, 2005 

Issue of flow-through shares, net of issue costs — see(iv) 

Issued on exercise of share purchase options 

Transfer from contributed surplus on exercise of share 

purchase options 

Tax effect of flow-through share offerin 

Issued, December 31, 2006 


$1,929,462 
87,266 
(1,397,507) 
619,221 
23,400 

(510,321) 
$ 132,300 
Number of Shares Consideration 
342,501,158 $242,676,199 
78,475,079 55,282,095 
- 4,000,000 
1,490,910 7,756,649 
1,700,000 1,412,916 
202,005 86,527 
J 297,884 
424,419,700 311,512,730 
2,496,000 15,043,188 
391,373 337,457 
- 229,987 
- (2,756,840) 
427,307,073 $324 366,522 


(i) During 2005, substantially all of the warrants issued as part of the July 9, 2004 public offering 
of units entitling the holders to acquire common shares of the Company had been exercised. 
Of the 71.5 million warrants issued as part of the public offering, each possessing an exercise 
price of $0.70 per warrant and an expiry date of July 9, 2005, 24,921 warrants expired 
unexercised. The exercising of these warrants provided additional proceeds of $50 million to 


the Company. 


(ii) On August 5, 2005, the 7 million warrants issued as part of the acquisition of the remaining 
shares and units of TrueNorth Energy Corporation and TrueNorth Energy L.P., respectively, 


were exercised for cash proceeds of $5.25 million. 


(ii 


a” 


On December 8, 2005 the Company completed a private placement of 1,490,910 common 


shares on a flow-through basis at $5.50 per share for gross proceeds of $8.2 million and net 


proceeds of $7.8 million after direct expenses. 


(iv) On December 1, 2006, the Company completed a private placement of 2,496,000 common 
shares on a flow-through basis at $6.25 per share for gross proceeds of $15.6 million and net 
proceeds of $15 million after direct expenses, the gross proceeds of which must be spent on 


qualifying expenditures by December 31, 2007. 
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C) Contributed Surplus 


The following table reconciles contributed surplus for the years ended December 31, 2006 and 2005. 


Balance, December 31, 2004 $1,032,432 
Stock-based compensation expense 1,253 898 
Stock-based compensation capitalized to property, plant and equipment 478,000 
Exercise of share purchase options previously recognized (297,884) 
Balance, December 31, 2005 2,466,446 
Stock-based compensation expense 3,929,228 
Stock-based compensation capitalized to property, plant and equipment 1,928,788 
Exercise of share purchase options previously recognized (229,987) 
Balance, December 31, 2006 $8,094,475 


d) Shareholder Rights Plan 


On February 24, 2005, the Board of Directors of the Company adopted a Shareholder Rights 
Plan (the “Plan”). The Plan was confirmed by the Company’s shareholders at the Annual and 
Special Meeting of shareholders held on May 26, 2005. 


7. Stock-based Compensation 


The Company uses the fair value method to calculate a fair value for stock-based compensation and 
records that fair value as an expense over the vesting period of the award. The fair value of each 
award granted since January 1, 2002 under the Company’s Option Plan and the SAR Plan is 
estimated on the date of grant using the Black-Scholes option pricing model based on the following 
assumptions: risk free interest rates ranging from 3.2% to 4.75%, expected lives of 4-5 years, and 
estimated volatility ranging from 62% to 101%. This fair value is amortized over the vesting period of 
the award. The following amounts have been recognized as stock-based compensation cost: 


Year ended December 31, 2006 2005 
Option Plan $4,305,848 $1,635,621 
SAR Plan 701,688 305,479 
DSU Plan 850,480 - 
5,858,016 1,941,100 

Capitalized to Property, Plant and Equipment (1,928,788) (478,000) _ 
$3,929,228 $1,463,100 


a) Incentive Stock Option Plan 


The Company has an Incentive Stock Option Plan (“Option Plan”) under which it may grant stock 
options (“options”) to officers and employees. The shareholders of the Company have approved 
the maximum number of common shares which may be issued pursuant to the Option Plan of 20 
million common shares. The exercise price of each option is not less than the market price of the 
Company’s common shares on the last trading day preceding the grant, and an option’s 
maximum term is 10 years. The options may be surrendered by the holder with the consent of 
the Company for common shares with a value equal to the capital appreciation inherent in the 
option surrendered. A maximum of one-third of such options granted pursuant to the Option Plan 
shall be exercisable on each of the first, second and third anniversaries of the date of grant until 
expiry. The following activity occurred during the years ended December 31, 2006 and 2005: 
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Weighted 


Range of Average 
Exercise Exercise Options Options 
Price Price Outstanding Exercisable 
Outstanding, December 31,2004 $0.30-—1.25 $0.88 8,177,000 2,673,333 
Granted 0.95 — 4.57 2.38 2,302,300 
Exercised 0.30 — 1.25 0.83 (1,700,000) 
Outstanding, December 31, 2005 0.30 — 4.57 1.28 8,779,300 2,910,667 
Granted 4.12 -—6.53 ray,6 15) 5,481,250 
Exercised 0.30 — 2.05 0.86 (391,373) 
Forfeited BAOZ. 2752 (8,500) 
Outstanding, December 31, 2006 __ $0.30 — 6.53 $2.90 13,860,677 5,021,224 


The majority of the options exercised during the year were exercised and retained by 
management. 


The following table summarizes information concerning options outstanding at December 31, 


2006: 
Total Options Outstanding Exercisable Options 
Weighted 
Average Weighted 

Remaining Average Weighted 
Range of Exercise Contractual Exercise Average 
Price Number _Life (years) Price Number Exercise Price 
Less than $1.00 5,052,627 7.59 $0.81 3,043,624 $0.81 
$1.01 - $4.00 2,819,200 5.26 1.63 1,808,400 1.42 
$4.01 - $5.00 3,074,050 9.73 4.15 169,200 4.28 
Greater than $5.00 2,914,800 9.40 6.42 - - 

13,860,677 7.97 $2.90 5,021,224 $1.15 


b) Share Appreciation Rights Plan 


The Company has a Share Appreciation Rights Plan (“SAR Plan”) under which it may grant share 
appreciation rights (“SARs”) to non-executive directors. The shareholders of the Company have 
approved the maximum number of common shares which may be issued pursuant to the SAR 
Plan of 3 million common shares. The exercise price of each right is not to be less than the 
market price of the Company’s common shares on the last trading day preceding the grant and a 
right's maximum term is 10 years. The rights may be surrendered or exchanged by the holder 
with the consent of the Company for either cash or common shares with a value equal to the 
Capital appreciation inherent in the right surrendered or exchanged. Rights granted pursuant to 
the SAR Plan shall be exercisable commencing not earlier than the first anniversary of grant. The 
following activity occurred during the years ended December 31, 2006 and 2005: 
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Weighted 


Average 

Range of Exercise SARs SARs 

Exercise Price Price Outstanding _ Exercisable 

Outstanding, December 31, 2004 $0.30 = 1.25 $0.90 1,300,000 1,175,000 
Granted 0.95 — 4.57 1.29 116,205 
Exercised 0.30 — 1.25 1.02 (489,386) 

Outstanding, December 31, 2005 0.30 — 4.57 0.88 926,819 810,614 
Granted 4.60 — 7.42 Wee 236,498 


Exercised - = 2 


Outstanding, December 31, 2006 $0.30 — 7.42 $2.15 (lee Suz 926,819 


The following table summarizes information concerning share appreciation rights outstanding at 
December 31, 2006: 


Total SARs Outstanding Exercisable SARs 
Weighted 

Average Weighted 
Remaining Weighted Average 
Range of Exercise Contractual Average Exercise 
Price Number Life (years) Exercise Price Number Price 
Less than $0.81 412,282 6.69 $0.42 412,282 $0.42 
$0.81 - $1.00 105,265 8.02 0.95 105,265 0.95 
$1.01 - $2.00 398,332 4.48 1.24 398,332 1.24 
Greater than $2.00 247,438 9.24 7.01 10,940 4.57 
(edGSi oie 6.60 S2a5 926,819 $0.88 


c) Deferred Share Unit Plan 


The Company has a Deferred Share Unit Plan (“DSU Plan”) under which it may grant deferred 
share units (“DSUs”) to non-executive directors and selected employees. The maximum number 
of deferred share units available for issuance under the Deferred Share Unit Plan is 500,000 
DSUs. Under the DSU Plan, non-executive directors can elect to receive a portion of their 
retainer fees in DSUs and selected employees can elect to receive up to 100% of their annual 
performance bonus in DSUs. Such elections must be made in advance of the determination of 
bonuses in the case of selected employees, and prior to the year in which the non-executive 
directors’ retainers will be earned in accordance with plan provisions. The DSU Plan also 
provides the Governance, Compensation and Nominating Committee the authority to make 
discretionary grants of DSUs to non-executive directors as an additional component of their 
compensation and to selected employees as part of their annual remuneration. Once a non- 
executive director or selected employee ceases employment, by way of termination, resignation, 
retirement, disability or death, the Company can, in its sole discretion, either settle the obligation 
in cash equal to the number of DSUs held by the person multiplied by the previous five day 
weighted average trading price of the Company’s common shares, or in common shares on a one 
for one basis for each DSU held by the person. The maximum number of common shares 
available for issuance under the DSU Plan is 500,000 common shares. The DSUs issued 
pursuant to the DSU Plan, together with all of the Company’s other previously established 
security based compensation arrangements, may not result at any time in the aggregate number 
of common shares reserved for issuance from the Company’s treasury to insiders exceeding 10% 
of the outstanding issue or the issuance to insiders from the Company’s treasury, within a one 
year period, of an aggregate number of common shares exceeding 10% of the outstanding issue. 
The DSU Plan is an unfunded plan and any obligations of the Company under the DSU Plan are 
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unsecured. Compensation expense of $850,480 relating to these DSUs has been recognized to 
December 31, 2006, none of which have been redeemed to December 31, 2006. The following 
activity occurred during the year ended December 31, 2006: 


Date Number of DSU’s Granted 
May 25, 2006 54,000 
September 28, 2006 70,000 
December 6, 2006 55,000 

179,000 


8. Per Share Computations 


The following table provides a reconciliation of the numerators and denominators of the basic and 
diluted earnings per share computations. 


Year ended December 31, 2006 2005 
Numerator for basic and diluted earnings per share 

- net income (loss) $6,476,155 — $(6,577,344) 
Denominator for basic earnings per share 

— weighted average number of shares 424,911,600 387,808,518 
Denominator for diluted earnings per share: 

- weighted average number of shares 424,911,600 387,808,518 
- effect of dilutive employee stock options 5,723,071 - 
- effect of dilutive share appreciation rights 785,058 - 
- effect of dilutive deferred share units 125,000 - 
Denominator for diluted earnings per share 431,544,729 387,808,518 
Net income (loss) per share — basic $0.02 $(0.02) 
Net income (loss) per share — diluted $0.02 $(0.02) 


Excluded from the calculations for the year ended December 31, 2006 are 2,914,800 (2005 - 
8,779,300) outstanding stock options with an exercise price range of $6.42 - $6.53 (2005 - $0.30 - 
$4.57) and 211,717 (2005 - 926,819) outstanding share appreciation rights with an exercise price of 
$6.42 - $7.42 (2005 - $0.30 - $4.57) and 54,000 DSUs as they are currently anti-dilutive for the 
periods presented. 


9. Credit Facility 


The Company has arranged a credit facility of up to $5 million with a Canadian chartered bank. The 
facility is repayable on demand, bears interest at the bank’s prime rate, and is secured by a General 
Security Agreement. The facility was not used during the year. 


10. Commitments 
a) Third Party Royalty 
The Fort Hills Project as presently configured is subject to a royalty in favour of a third party 
respecting the volume of bitumen produced and shipped from oil sands Lease T52 with a 
minimum annual payment of $200,000 commencing in 2000 and subject to a maximum 


aggregate royalty of $20 million. The royalty is calculated as 1% to 2% of production and 
cumulative payments to December 31, 2006 total $1,400,000. 
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b) Fort Hills Project Development Plan 


The continued ownership of the Fort Hills Projects’ Leases TO5 and T52 is subject to an 
agreement with, and a Development Plan and its milestones approved by, the Minister of Energy 
(the “Minister”). Under the Development Plan, the production milestone is the production of 
100,000 barrels per day of crude bitumen from the two Leases of the Fort Hills Project before 
June 30, 2011. In addition, the Fort Hills Partnership must meet the following interim 
development milestones: 


(i) submit applications for amending regulatory approvals by March 31, 2007; 
(ii) tender and award major engineering contracts by March 31, 2008: 


(ili) receive Board of Director approval for the Fort Hills Project and full Fort Hills Project 
funding authorization by September 30, 2008; and 


(iv) tender and award major construction contracts by March 31, 2009. 
Certain provisions of the agreement include the following: 


i) the Fort Hills Partnership is to actively and aggressively pursue the development milestones 
and the Fort Hills Project or the Minister may cancel Lease T05 and Lease T52: 


ii) if a development milestone has not been achieved, a performance deposit of $10 million in 
respect of the development milestone may be required by the Minister; and 


iii) any performance deposit (other than the production milestone) is refundable if the Fort Hills 
Partnership achieves the development milestone prior to the production milestone of June 30, 
2011. 


The Fort Hills Partnership is actively pursuing these development milestones. 
c) Petro-Canada / Teck Cominco / UTS Energy Corporation Agreement 


On March 1, 2005, UTS announced that it had entered into an agreement with Petro-Canada 
relating to the joint development of the Fort Hills Project. Under the agreement, UTS retained a 
40% interest in the Project while Petro-Canada became the operator with a 60% interest. In 
addition, UTS retained 100% ownership of Lease 14 on the west side of the Athabasca River. 
The arrangement with Petro-Canada provided for an initial joint $1.0 billion Project funding 
commitment. Petro-Canada was to earn a 60% interest and operatorship by paying $300 million 
of UTS’ share of the first $1.0 billion of Fort Hills' development costs, at a rate of 75% of UTS’ 
40% interest share until fully earned into the Project. At the same time as paying the earn-in, 
Petro-Canada was to also pay its own 60% share of the Fort Hills development costs. 


The Fort Hills partnering arrangement was then revised during the third quarter of 2005 with the 
addition of Teck Cominico Limited (“Teck Cominco”) as a 15% working interest partner. The 
revised Limited Partnership Agreement (“LPA”) was executed November 30, 2005, reflecting the 
revised arrangement with Petro-Canada remaining the operator with a 55% interest, UTS 
retaining a 30% interest and Teck Cominco subscribing for a 15% interest. The LPA provides 
for an initial joint $2.5 billion funding commitment for expenditures on the Fort Hills Project 
incurred from March 1, 2005 onward. Teck Cominco will earn a 15% interest by paying $850 
million of the first $2.5 billion spent, the remaining $1.65 billion to be contributed by Petro- 
Canada at $1.55 billion and UTS at $100 million. After the first $2.5 billion of spending is 
reached, further costs and expenses incurred will be funded by the partners on the basis of their 
ownership interest. 
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d) Fort Hills Funding 


The Company is responsible for its share of the capital and operating costs of the Fort Hills 
Project. The cost of development of the Fort Hills Project significantly exceeds the Company’s 
financial resources. Prior to commencing operations (if at all), UTS intends to finance such 
capital requirements from borrowings or from sales of equity securities. If additional financing is 
unavailable, the Fort Hills Project may be further delayed, development may be indefinitely 
postponed, or the future value of the Company’s investment therein may be impaired. 


e) Lease 14 


On September 5, 2005, a letter of intent was signed by UTS and Teck Cominco, setting out in 
broad terms the basis upon which UTS will enter into an agreement to grant Teck Cominco a right 
of first offer at fair market value for up to a 50% working interest in Lease 14, conditional upon full 
delineation of the Lease and the determination, both at the discretion of UTS, that the best use of 
Lease 14 is to develop it as a satellite mine to the Fort Hills Project, subject to agreement of the 
Fort Hills Partnership. This agreement was revised with the signing of the Lease 311 letter 
agreement between UTS and Teck Cominco to remove the condition that the best use of Lease 
14 be to develop it as a satellite mine to the Fort Hills Project, thereby allowing Teck Cominco the 
right to participate for up to 50% of Lease 14 at fair market value conditional upon full delineation 
of Lease 14. 


f) Joint Bidding Agreements with Teck Cominco 


On December 13, 2005, a letter agreement was signed between UTS and Teck Cominco, setting 
out the terms upon which UTS and Teck Cominco would bid jointly on Lease 311 in the 
December 2005 crown land sale. The bid was successful and consideration paid for Lease 311, 
comprising 18 sections, was approximately $6.1 million, with a 50% working interest to each 
party. Teck Cominco agreed to fund the purchase price of Lease 311 as consideration for the 
amendment to the agreement between the parties with respect to Lease 14 as disclosed in note 
10(e) to these financial statements. UTS will repay Teck Cominco its 50% share of the bid price 
less $2.5 million when Teck Cominco exercises or elects not to exercise its option in respect of 
Lease 14. 


On July 13, 2006, a letter agreement was signed between UTS and Teck Cominco, setting out 
the basis upon which the two companies would work together with a view to making one or more 
joint bids for additional oil sands leases relating to certain lands in the Athabasca oil sands region 
and the basis on which any such leases, together with previously acquired Lease 311, would be 
jointly owned and managed. Each party has a 50% working interest in the Leases jointly 
acquired under the terms of this agreement and the parties also agreed that Teck Cominco shall 
carry 100% of the land acquisition costs for both Teck Cominco and UTS. The 50% of the 
purchase amount for UTS’ 50% share of the lands will be reimbursed at the time Teck Cominco 
chooses to exercise its option to participate on Lease 14. If Teck Cominco chooses to exercise 
its option and acquire up to 50% of Lease 14 at fair market value, then the land acquisition costs 
will be set off against that agreed value. Alternatively, if Teck Cominco chooses not to exercise 
its right to enter into Lease 14, then UTS shall pay Teck Cominco the funds previously forwarded 
for the 2006 land acquisition 180 days from the date of such election. Teck Cominco may not 
elect to exercise its option until UTS has fully delineated Lease 14 unless otherwise mutually 
agreed by the parties. During the year ended December 31, 2006, UTS and Teck Cominco jointly 
acquired fourteen leases encompassing an area totalling 41,984 hectares for bid amounts 
totalling approximately $140 million, of which UTS’ 50% share approximates $70 million. 
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g) 


Lease Commitments 


The Company has committed to operating lease arrangements, for office space and equipment, 
in the aggregate amount of $1,755,000 over the next five years. Annual payments are as follows: 


2007 $619,000 
2008 638,000 
2009 473,000 
2010 25,000 


11. Contingencies 


a) 


Crown Royalty 


The Province of Alberta imposes royalties of varying rates on the production of bitumen from the 
oil sands Leases of the Fort Hills Project. The Fort Hills Project will be subject to an initial crown 
royalty of 1% of the gross revenue on the bitumen produced, to be paid until the Fort Hills Project 
has recovered 100% of the capital costs associated with the mining and extraction facilities, 
including a return on capital. Such return is based on the monthly federal long-term bond rate. 
Subsequent thereto, the royalty will be the greater of 1% of the gross revenue on the bitumen 
produced and 25% of net revenue. Net revenue is determined by deducting from gross revenue 
the aggregate of all allowable operating costs and capital costs and any loss carry forwards. 


Third Party Royalty 


The Project is subject to a royalty payment in favour of Can-Amera Oil Sands, Inc. (“Can-Amera’”) 
for bitumen production from Lease T05 of $0.045 per barrel of production. Reference note 11(d) 
— Legal Claims for further information regarding this royalty claim. 


Licensing Agreements 


The Company has entered into two licensing agreements with third parties in respect of certain 
alternate technologies related to processes for the extraction of bitumen from oil sands: 


i) In 2004, the Company entered into a memorandum of understanding in which the parties have 
agreed that UTS will be granted a non-exclusive perpetual license for the extraction of bitumen 
from oil sands. The parties have agreed to negotiate a definitive agreement, based on the 
terms and conditions detailed in the memorandum of understanding. Contingent on utilization 
of the underlying subject technology, $2 million is payable when construction of the Fort Hills 
Project commences and a further $10 million is payable when the Fort Hills Project attains 
specified levels of production. At December 31, 2006 there are no amounts due under this 
agreement; and 


ii) In 2000, the Fort Hills Project entered into a license and technical support agreement with a 
third party to obtain ongoing technical support and information on licensed processes for the 
extraction of bitumen from oil sands through to 2015. To date, $5 million has been paid 
pursuant to this agreement. Contingent on utilization of the underlying subject technology, an 
additional $15 million is payable when construction of the Fort Hills Project commences and a 
further $25 million is payable when the Fort Hills Project attains specified levels of production. 
At December 31, 2006 there are no amounts due under this agreement. 


Legal Claims 


Pursuant to an originating notice of motion dated September 30, 2004, Can-Amera Oil Sands, 
Inc. (“Can-Amera”) is seeking a declaration of the Court of Queen's Bench (Alberta) as to the 
entitlement of Can-Amera to a royalty payment from bitumen production from Lease T05 of 
$0.045 per barrel of production. Can-Amera is seeking a declaration from the Court of Queen’s 
Bench (Alberta) as to its entitlement to this royalty. 
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The Company, through its activities, is sometimes named as a defendant in litigation. The 
outcome of claims against the Company is not determinable at this time. However, the ultimate 
outcome is not expected to have a material adverse effect on the Company. 


12. Financial Instruments 


The carrying value of the Company’s short-term financial instruments including cash and short term 
deposits, accounts receivable, accounts payable and accrued liabilities approximates their fair value 
because of their short-term nature. 


The non-current non-interest bearing loan payable is carried at its estimated fair value determined 
using a discount rate of 6% and assuming payment in full on September 30, 2008. 


13. Subsequent Event 


Leases 610, 611, 614 and 615, contiguous to Leases 513 and 840, were purchased in the Crown 
sale on January 10, 2007. These leases were purchased under the auspices of the joint bidding 
agreement with Teck Cominco and the purchase was fully funded by Teck Cominco. UTS’ 50% 
share of the cost of the Leases acquired is $8.9 million. 


Notes to Consolidated Financial Statements 44 


CORPORATE INFORMATION 


DIRECTORS 


Douglas D. Baldwin, P. Eng. 
Independent Corporate Director 
Calgary, Alberta, Canada 


D. Campbell Deacon 

Deputy Chairman & Chief Executive Officer 
Azure Dynamics Corporation 

Toronto, Ontario, Canada 


Bruce C. Galloway 
Independent Corporate Director 
Oakville, Ontario, Canada 


Dr. Marc Garneau, C.C., P. Eng., FCASI 
Independent Corporate Director 
Westmount, Quebec, Canada 


Douglas H. Mitchell, C.M., Q.C. 
Co-Chairman & Managing Partner 
Borden Ladner Gervais LLP 
Calgary, Alberta, Canada 


Dr. William J. F. Roach, P. Eng. 
President & Chief Executive Officer 
UTS Energy Corporation 

Calgary, Alberta, Canada 


Manfred Roth 

Chairman & Chief Executive Officer 
Roth Werke GmbH 

Buchenau, Germany 


Dennis A. Sharp, P. Eng. 
‘Executive Chairman 

UTS Energy Corporation 
Calgary, Alberta, Canada 


John D. Watson, FCA 
Independent Corporate Director 
Calgary, Alberta, Canada 
OFFICERS 

Dennis A. Sharp, P. Eng. 
Executive Chairman 


Dr. William J. F. Roach, P. Eng. 
President & Chief Executive Officer 


Wayne |. Bobye, MBA 
Vice President & Chief Financial Officer 


Corporate Information 


Howard Lutley, P. Eng. 
Vice President, Mining & Extraction 


Martin Sandell, P. Eng. 
Vice President, Engineering 


Dr. Daryl M. Wightman, P. Geol. 
Vice President, Resource Development & 
Business Strategy 


Jina Abells Morissette 
Legal Counsel & Corporate Secretary 


LEGAL COUNSEL 


Macleod Dixon LLP 
Borden Ladner Gervais LLP 
Blake Cassels & Graydon LLP 


AUDITORS 
KPMG LLP 


REGISTRAR AND TRANSFER AGENT 


CIBC Mellon Trust Company 
1-800-387-0825 
416-643-5500 
inquiries@cibcmellon.com 


SHARES LISTED 


The Toronto Stock Exchange 
Trading Symbol: UTS 


UTS ENERGY CORPORATION 


1000, 350 —7™ Avenue S. W. 
Calgary, Alberta T2P 3N9 

T 403-538-7030 

F 403-538-7033 
mail@uts.ca 

www.uts.ca 


45 


” 
®& 
- 
> 
— 
- . 
»- 
_ 


giant 
mend? 


eye AE Atel 


a) 


aac) 


ef, 


inougy. any 4 ine see 


=". eo bie Lorene i pie 3 


a A isp ernel Rieaey 


ret iM alana) gee’ 


) 


i Rebrn® qe 


arhietdt inet 1 
sis etter oa 
a 


~ an! ei’) ke 


7 


' += 
if A oko mM 


4 7 nh DG ded jue, 
we th ede 


mcThLA 
26 ne aN 


bese Bie) 2h qr) 


wt? Naitets OT. 
ap eee 2 
Ty eet @ 
\ ay  OoriINt >) 


rear) ase ae. 


in Ota orerlt ent 
TL eye pier 


smere i HRA giv 


a eng 


@ 


A 


i) Thee 


~ 
ie a 


tj zi 


ga Aor -* erat © ’ 
m ect) ectaners ter 2 veh § 
AeA eee J ony 
a dics bl eine t 
a | 
< 
Fe 


UTS’ Record of Value Creation 


2004 


Two Assets : Fort Hills 
Lease 14 
Three Assets: Fort Hills 
Lease 14 


2006 


Exploration lands 


Five Assets: 


4.7 
billion 
barrels 


3.5 
billion 
barrels 


2.8 
billion 
barrels 


2004 2005 2006 


Fort Hills Contingent Resource 


")_ UTS’ interest 


Fort Hills 

Lease 14 

Lease 311 discovery 

Leases with in situ potential 
Exploration lands 


Total: 346,005 
UTS: 160,783 
$1.9 

$1.8 billion 

billion 


Total: 79,005 


UTS: 31,848 
Total: 53,317 $0.3 
UTS: 53,317 billion 


2004 2005 2006/07* 2004 2005 2006 


Gross Lease Holdings UTS Market Cap Growth 
UTS’ interest 


* UTS and Teck Cominco acquired 
new leases in 2006/07 
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FORT HILLS PROJECT 


| teckcominco 


The Fort Hills Project remains a key strategic asset for UTS. 


Recent highlights 


e New mine plan and independent confirmation of a 4.7 billion barrel contingent 
resource, meaning UTS’ position now stands at 1.4 billion barrels 


e Selection of a proven extraction technology 
e¢ Upgrader to be located in Sturgeon County, near Edmonton 
e Partnership files the Upgrader Public Disclosure Document 


¢ Partnership files application for approval of the Upgrader with Alberta 
regulatory authorities 


Expected milestones in 2007 


¢ Definitive design basis for the Upgrader and 
bitumen production 


e Revised capital and operating expenditures for the 
Fort Hills Project 


e Selection of contractors and award of the Front End 
Engineering and Design (FEED) for the Upgrader and 


: ; ALBERTA 
bitumen production 
e Ordering of long lead items 
ee sot Fort Hills 
¢ Results from the preliminary drilling of Leases 437 and 438 
Fort McMurray 
Scope of the Project 
Bitumen 
The Fort Hills Project consists of the oil sands mine and extraction ~ 450 km be 
ae : ; ine 
peor + a the ee esi te ee ioe Dedicated Diluent 
north of Fort McMurray and the Sturgeon rader, locate : 
y ‘ re Return Line Sturgeon County 


about 40 kilometres northeast of Edmonton. The two facilities 
will be linked with a bitumen and diluent pipeline and a diluent 
return line. 


Edmonton 


The Project will be built in phases, with the first phase expected 
to be completed in the third quarter of 2011. 


Calgary 


Significant progress was achieved during 2006 on 
the engineering required for both the northern and 
southern operations. The Project team continues to 
refine the design and execution strategy of the Project 
to optimize capital costs and reduce execution risks in 
a rapidly changing business environment. 


The Fort Hills Partnership agreement also gives UTS 
the right to utilize up to 30 percent of any upgrader 
capacity over and above what is eventually required 
for the complete development of the Fort Hills Project. 
This non-dedicated upgrader capacity will enable 
UTS to consider the creation of value from UTS’ other 
oil sands leases (such as Lease 14) and may provide 
further growth opportunities for UTS. 


Mining and extraction 


One of the keys for increasing the recoverable 
bitumen resources within the Fort Hills Project was 
the introduction of a strong mining partner to the 
Partnership. Teck Cominco’s expertise in low cost, large 
scale surface mining operations has allowed the Fort 
Hills mining team to reassess the mining economics of 
the deposit and expand the pit limits. 


The original Fort Hills mine plan was completed in 
2001/02 at a time when long term oil prices were 
expected to be $20 - $22 per barrel WTI. In the current 
environment of significantly higher oil prices and 
escalating costs, the Fort Hills Partnership decided 
to re-examine the economic pit limits. The result has 
been the adoption of a larger pit in the 2006 revised 
mine plan. 


The Fort Hills Process 
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surface mining 
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Mine Plan 


2001-02 Mine Plan 2006 Mine Plan 
New Leases 
Pit Limit Revised 
Pit Limit 
Extraction 
Plant Tailings 
Utility : 
Corridor Extraction 
Plant 


Utility 
Corridor 


Overburden 


Tailings 


Overburden 


Independent resource evaluation 


Independent evaluators Sproule Associates Limited prepared the audit of the Fort 
Hills Partners’ contingent (recoverable) bitumen volumes and methodology used in 
the updated mine plan. Their findings were announced by UTS in early 2007. 


Managing margins: The Sturgeon Upgrader 


Bitumen sells at a significant discount to light, sweet crude. Producing and selling 
raw bitumen would leave the Fort Hills Project exposed to the volatility of light/ 
heavy oil price differentials. Consequently, in order to capture the increased share 
of the value chain and to reduce the price volatility, the Fort Hills Partnership will 
partially refine bitumen into a lighter, synthetic crude. 


In early 2006, the Fort Hills Partnership announced it would build the Sturgeon 
Upgrader on approximately 2,200 hectares of land that has been zoned for heavy 
industrial development and is owned by the Fort Hills Energy Corporation (FHEC) 
in Sturgeon County, near Edmonton, Alberta. The choice of Sturgeon County 
was made in order to provide access to a larger labour pool, better productivity 
and anticipated lower constructions costs. The location adjacent to an existing 
industrial zone also creates opportunities for added value developments using the 
Upgrader’s byproducts, such as coke and gas liquids. 


The design of the Upgrader is based on conventional delayed coking technology 
followed by hydrotreating similar to that being used by Suncor. 


Product characteristics and transportation 


UTS expects to produce a sweet synthetic crude oil with an API gravity of 34°. 


The Fort Hills Partnership is continuing to examine numerous options for the 
transportation of its synthetic crude oil stream to various target markets in the mid- 
west, the Gulf coast and the west coast. The Partnership will initially sell produced 
coke (acarbon byproduct) and sulphur or store them at off-site locations. In addition, 
the Partnership is evaluating opportunities for coke gasification developments, 
both on and off site, which would produce hydrogen, electricity and other high 
value products. 


Construction 


The engineering, design and construction of the Fort Hills Project, including the 
Sturgeon Upgrader has been divided into a number of silos. These are mainly 
based on the key process units, but also fit with the typical capabilities of 
engineering contractors. 


The selection of contractors and award of the FEED contracts for the above will 
take place during the first half of 2007. Subject to satisfactory performance, these 
contracts will eventually become Engineering Procurement and Construction (EPC) 
contracts, ensuring continuity and accountability of the contractors. 


Regulatory progress 


Regulatory approval to develop a mine and extract up to 190,000 bbls/day of 
bitumen from Fort Hills Leases was received in 2002. Regulatory approval for the 
Upgrader located in Sturgeon County, near Edmonton, has been requested with the 
submission of a comprehensive application and environmental impact assessment. 
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UTS and Teck Cominco Land 


— Lease 14 development asset 


Recent highlights 
e Exploration program found mineable oil sands on Lease 14 


e UTS and Teck Cominco are assessing the feasibility for developing 50,000 bbl/ 
day oil sands mining project on Lease 14 


e Lease 14 mine plan is based upon management's belief of between 367 million 
and 417 million barrels of bitumen 


e UTS and Teck Cominco enter into a letter of intent in which Teck Cominco will 
acquire a 50 percent working interest in Lease 14 for $200 million 


Expected milestones in 2007 
e Scoping study and development plan for Lease 14 


e Independent resource estimate for Lease 14 


Working interest letter of intent 


UTS and Teck Cominco entered into a letter of intent in April 2007. 
This transaction has a positive financial impact on UTS in four fundamental ways: 


e It fully repays UTS’ $79,273 million obligation to Teck Cominco for UTS’ share 
of the 50:50 land acquisition program; 


e UTS will book a substantial gain on the sale of Lease 14, which should eliminate 
UTS’ deficit on the balance sheet; 


¢ It effectively funds UTS’ share of the joint exploration and delineation program 
for the next two to three years for UTS and Teck Cominco’s other lands; 


« Lastly,and perhaps mostimportantly, this transaction provides a new benchmark 
for the value of bitumen barrels in the ground on the west side of the Athabasca 
river, where UTS and Teck Cominco have found substantial oil sands six miles 
north of Lease 14 in the Lease 311 area. 


This transaction is expected to close in the third quarter of 2007 with the final 
adjustment to take place once the full analysis of the Lease 14 drilling results 
is complete. 


An initial successful 28 core hole drilling program was undertaken during the 
2005/06 winter drilling season. A potentially mineable oil sands deposit containing 
approximately 400 million barrels of bitumen was found. 


During the 2006/07 winter drilling season, UTS drilled an additional! 96 core holes 
on Lease 14, bringing the total to 124 core holes. This will significantly narrow 
the range of the resource estimate and an independent estimate of contingent 
recoverable bitumen resources should be available later in 2007. 
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Lease 14 is ideally suited to becoming a self-contained mining project 


In mid 2006, Norwest Corporation (Norwest), an independent engineering 
company, completed a conceptual pit design for the development of Lease 14 using 
the available geological data from the 2006 drilling program. Norwest designed a 
series of pits using established industry mining criteria. 


Lease 14: A strategic location 


As can be seen in the adjacent map, Lease 14 is strategically located in close 
proximity to Shell Canada’s recently announced Pierre 
River Project, the Fort Hills Project and the recently 
acquired leases north-west of Lease 14, which are jointly 
held by UTS and Teck Cominco. 


Management believes that Lease 14 could be developed 
in one of several ways: 


UTS 
Teck Cominco 


¢ asastand-alone project producing about 50,000 
barrels per day; 


¢ asa Satellite to the Fort Hills Project; 


* asa Satellite to any potential development that UTS 
and Teck Cominco may undertake on the new leases 
to the north-west; 


Shell Operated 
Pierre River 


e inco-development with Shell's Pierre River Project. 


Pierre River _ Itshould benoted that there are no discussions regarding 
development of Lease 14 with any of the neighbouring 
lease-holders. UTS continues to evaluate the potential of 


Lease 14 as a stand-alone development. 


Shell oe of 


’ Fort Hills 
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— Exploration lands 


UTS is actively involved in further exploration of Alberta’s oil sands. 


Recent highlights 


e UTSand Teck Cominco acquired 20 new leases on a 50:50 basis in 2006 and early 
2007, bringing total landholdings, outside the Fort Hills Project, to 22 leases 
comprising a total of 284,907 acres 


e 185 core holes drilled during 2006/07 winter drilling season, identifying new oil 
sands deposits in Exploration Area 2 


2007 milestones 


e Lease 311 drilling results 


Expanding oil sands 


When first considered, Fort Hills represented one of the most northerly developments 
in the Athabasca oil sands as highlighted in orange on the following graphics. The 
area in brown represents oil sands leases awarded by the Alberta government prior 
to January 1, 2005 in the Athabasca oil sands area. 


Exploration activities since 2004 have pushed the boundaries of the oil sands to 
the north, east and west, as noted by the blue area, effectively doubling the area 
associated with the Athabasca oil sands deposits. 


UTS, in partnership with Teck Cominco, has established a significant lease position 
in these new areas as noted in yellow colour. 


Athabasca oil sands leases 2004 Athabasca oil sands leases 2007 


UTS and Teck Cominco acquired Lease 311 in December 2005 ona joint 50:50 basis. In 
March 2006, a six well exploratory drilling program on Lease 311 yielded promising 
results. These results, coupled with additional geophysical data, motivated UTS and 
Teck Cominco to acquire 20 additional oil sands leases during 2006 and early 2007 
in areas to the north of what has traditionally been considered the limit of oil sands- 
bearing lands. 


UTS is encouraged by the preliminary results of a core hole drilling program 
undertaken on these new Leases on the west side of the Athabasca River during the 
2006/07 winter season, which suggests the presence of a potentially commercial 
oil sands deposit. Results of the detailed core analysis are expected later in 2007. 


Lease 311 and Area 


As of March 2007, a total of 33 wells had been drilled on Lease 311, with preliminary 
results showing 25 containing potentially mineable oil sands with an estimated 
thickness of between 15 metres and 40 metres. Overburden thicknesses range from 
14 metres to 43 metres [March 26, 2007 news release]. 


On the surrounding leases, specifically Leases 468, 470, 477 and 840, we have drilled 
34 wells. Twenty-three found mineable oil sands in thicknesses between 15 metres 
and 41 metres at depths of 30 to 58 metres. 


Overall, for these four Leases - 311, 468, 470 and 477 — we have what we believe to 
be between 20 and 34 mineable sections, which is a significant potential resource. 
We expect an independent resource evaluation to be available later in 2007. 


In 2008, we are planning up to a 400 well delineation and exploration program. 
The delineation effort will focus on these four Leases and on the exploration leases 
directly to the north - Leases 610, 840, 513, and 514 - or a total of approximately 
100 sections of potentially mineable acreage. This represents another 80 sections 
of land. 
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Learn More About UTS 


Ethical Values 

Management Team 

Board of Directors 

MD&A, Auditor's Report, Financial Statements, Notes to Statements 

Annual Information Form 

Management Proxy Circular and Notice of Annual and Special Meeting of Shareholders 


Glossary of Terms 


Other links: 

Alberta Energy and Utilities Board 

Canadian Association of Petroleum Producers 
Petro-Canada 


Teck Cominco 


UTS 
. ) 


UTS Energy Corporation 
1000, 350 - 7** Avenue SW 
Calgary, Alberta T2P 3N9 

T 403 538 7030 
F 403 538 7033 
www.uts.ca 


